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A. Objective of the Study
The Heckscher Ohlin factor proportion theory has been re-
cognized as the standard theory explaining the trade patterns
between different countries. But even neglecting the empirical
criticisms from the economists starting with Leontief, we can
still find the inadequacy of applying the factor proportion theory
to the real world due to its rigid assumptions. As time passes,
the economic conditions of each country will change. From a long
run point of view, with the growth of the economy, there will be
technological advancement, and hence the production functions in
different countries will not be the same. Since the factor
proportion theory assumes that technology is a free good and that
production functions are identical internationally, it at most is
only a static theory which describes the trade pattern of an
economy at a point of time only.
Hong Kong is a small and fast growing economy, where natural
resources are limited. The economic growth of Hong Kong depends
heavily on the growth of her export sector. Since Hong Kong is
demonstrating a rapid growth of exports, the traditional static
trade theory will not be a satisfactory model in analysing her
export pattern and performance. In order to maintain her export
2
competitiveness, Hong Kong has been changing her export structure
over time and the export sector is highly flexible in adaptation
to external changes. Hence a dynamic theory is required when
we try to analyse the trade pattern of Hong Kong.
By the late fifties, the industrialization process in Hong
Kong has built up a firm base. Some people considered that the
' take off' stage was around the late fifties, 1 and that the
textile industry was the foundation of industrialization. As a
result of the growing world demand and increasing trade restric-
tions on the exports of textile and cotton products, Hong Kong has
been demonstrating a structural change in her manufacturing indus-
tries. For example, for intra-industry change, the cotton textile
industry has moved increasingly fast towards the production of
cotton synthetic and synthetic yarns and fabrics.2 This development
has only been of recent origin-- starting in 1966-- and its growth
has been rapid. Of particular interest is that the newly developed
manufacturing industries are more capital intensive and are
characterized by a higher technological level. The trade statistics
reveal that over 95% of all exports are manufactured goods and
the manufacturing sector is dominant in the Hong Kong economy,
contributing to about 43% of the GDP.3 Hence to study the export
1 Cheng Tung Yung, The Economy of Hong Kong, p. 136, 1977.
Far East Publication, Hong Kong.
2 James Riedel, The Industrialization of Hong Kong, p. 27,
1974, Tubiugen.
3 C.P. Haddon-Cave (Financial Secretary), Budget Speech, 1972,
S.C.M.P., H.K. March 2, 1972, p. 7, from James Riedel, The Indus-
trialization of Hong Kong, p. 9, 1974.
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pattern of Hong Kong, we need to concentrate on her manufacture
exports.
The factor proportion theory postulates that the labour
intensive countries ought to develop the labour intensive indus-
tries. In the early period of Japanese industrialization, her
industries were labour intensive. However, after complete indus-
trialization, the capital intensive industries of Japan had been
successfully developed. Japan is frequently cited as an example
of a nation which has grown industrially through her efforts to
absorb and adapt to Western technologies, especially in her manu-
facturing industries. 1 Due to this phenomenon, the factor propor-
tion theory clearly does not give us a satisfactory explanation,
as the pattern of international trade in manufactured goods is
much more complex and difficult to explain than that in raw
materials and crude foodstuffs which are largely and conspicuously
dominated by the availability of natural resources (including
climate) and transportation costs.2 A new theory which emerged in
the last decade-- the product life cycle theory-- can probably
explain these changes, especially for manufactured goods. Actually
the product life cycle theory has successfully described the trade
pattern of Japan. As William V. Rapp once said, Professor Akamatsu's
1 B.K. Marshall, Capitaliam and Nationalism in Prewar Japan.
Stanford University Press, 1967.
2 Gottfried Haberler, "Survey of Circumstances Affecting the
Location of Production and International Trade as Analysed in the
Theoretical Literature", in Ohlin Hesselborn and Wijkman ed. The
International Allocation of Economic Activity, 1977, p. 1.
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insight into product cycle theory have had a major effect on the
world's thinking about economic development and policy. His
concepts have been particularly useful in helping Western economic
analysts understand Japanese industrial development and Japanese
government's industrial policy."l
Both Hong Kong and Japan are Asian countries, of heavy export
dependence. Both countries rely on textile industries as their
leading industry in their early period of industrialization. A
significant difference between the two is that while the Japanese
economy took off in an earlier period, Hong Kong started her
industrialization only in the 1950's. Since the product life cycle
theory is a dynamic theory describing the manufacturing exports,
and has successfully explained Japan's export development, it is
believed that the product life cycle theory can also serve well in
explaining the export pattern of Hong Kong. Hence the objective
of this thesis is to analyze the export pattern of manufactures,
the nature of foreign markets and export potential of Hong Kong
using the product life cycle approach.
B. Plan of the Study
In the past decades, the theory that dominated the field of
international trade was the Heckscher-Ohlin factor proportions
theory. Then came a period of skepticism on the realism of the
1 William V. Rapp, "The Many Possible Extensions of Product
Cycle Analysis". Hitotsubashi Journal of Economics, p. 22, June
1975.
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theory, starting with the famous 'Leontief Paradox' which suggested
that the theory does not hold in the real world and recently,
enormous literature has come up dealing primarily with trade in
manufactured goods. It is useful to have a brief review on the
above theories in helping us to analyse the pattern of trade in
reality. Chapter 2 is hence a brief survey on the theories
explaining the export pattern of a country, with emphasis on the
product life cycle theory. Particular stress is put on the role
of the middle country in the product life cycle model because it
is more applicable to Hong Kong.
In Chapter 3, the background of Hong Kong economy since the
1950's is studied. A preliminary survey on the trend of structural
change of the domestic exports and the pattern of change in the
export markets of Hong Kong is conducted. This paves the way for
our future analysis on the manufacturing exports of Hong Kong.
The export pattern of Hong Kong's manufactures is analysed
fully in Chapter 4. The main objective of this Chapter is to see
whether the pattern of exports of manufactures of Hong Kong can be
explained in terms of the product life cycle theory.
Two measures are employed:
(i) A simple trade flow measure by Verdoornl
(ii) The Chenery's model`
1 Verdoorn P.J., The Intra-Bloc Trade of Benelux in: Economic
Consequences of the Size of Nations, Ed. by E.A.G. Robinson, London,
1960.
2 Chenery, H.B., Pattern of Industrial Growth, American
Economic Review, Sept., 1960.
6In the analysis using method (i), a study of the manufacturing
industries from SITC 1- to 3-digit level is carried out. In the
3-digit level analysis, the trade pattern of all the 99 SITC manu-
factured product groups in Hong Kong are examined.
The Chenery's model is employed to calculate the selected
manufacturing industries' growth due to the effect of import
substitution, export expansion and domestic demand. The signifi-
cance of these effects on the trade and development of Hong Kong
manufactures are analysed in the light of the product life cycle
approach.
Having demonstrated the applicability of the product life
cycle model in the manufacture exports of Hong Kong, we proceed
to investigate the nature of the export markets in Hong Kong in
Chapter 5. We postulate that Hong Kong has progressed into the
position of a middle country in the product life cycle in the 1960's.
This means that in terms of the level of economic development, it
is now in a position between the more advanced and the less
developed countries. It is expected that the export markets of
Hong Kong has a duality nature: one for the developed countries
and the other the developing countries. The analytical tools of
Yoshihiro Tsurmi1 are employed to prove the existence of the
export market dichotomy in Hong Kong.
Furthermore, we try to explain that the existence of duality
1 Yoshihiro Tsurumi, R D Factors and Exports of Manufactured
Goods of Japan, in Louis T. Wells Ed., The Product Life Cycle and
International Trade, Harvard University, 1972.
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nature of export markets in Hong Kong is due to the fact that Hong
Kong exhibits a couple of comparative advantages in her export
markets: in relation to the developing countries, the comparative
advantage lies in her higher skill level and more capital abundance,
and to the more developed countries, it lies in the labour inten-
sive industries. Also, statistical tools are employed to analyze
the correlation between the export performance and capital intensit}
together with the skill level of the respective industries.
As the product life cycle theory can be used to analyse
the exports of manufactures from a dynamic point of view, the
prospect of trade in Hong Kong is discussed in Chapter 6. The
potential of export through the penetration of existing markets is
studied, where the possibilities of countries substitution, the
role of foreign direct investment and the problems of barriers to
trade in Hong Kong's manufacture exports are discussed.
Also, the export demand functions of Hong Kong's exports,
disaggregated by countries and industries, are estimated. The
major concern of our analysis on the export demand functions is the
estimated income elasticities of demand. Since an examination on
the income elasticities of the respective industries in different
countries can give us a clear picture about the potential of growth
of export from Hong Kong.
Finally a brief summary of the present study is made in
Chapter 7 together with the discussion on the policy implications
of the study for Hong Kong.
8CHAPTER 2
A BRIEF REVIEW OF TRADE THEORIES
The following gives a brief survey of the important trade
theories explaining the variation in the comparative advantage
and hence the differences in the export patterns between countries.
It will be shown that the dynamic comparative advantage analysis
is a powerful tool to analyse the change in the trade pattern of
a country over time.
A. Heckscher-Ohlin Theory
In the two-factor, two-commodity and two-country version,
Heckscher-Ohlin Theory postulates that under the following
assumptions:
1. International identical production functions
Z. Comparable production factors among countries
.J. rertect competition in both commodity and factor markets
4. Absence of transportation cost
5. Constant return to scale
6. Homogeneous production factors
7. No international factor mobility.
a country will export those goods that use its abundant
factor intensively and import those goods that are intensive in
the use of its relatively scarce factor. Hence the Heckscher Ohlin
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model of trade would postulate that a less developed country
ought to specialize in the production of labour intensive manu-
factures since a typical less developed country is labour abundant
and capital scarce, whereas the developed countries would have
comparative advantage in the capital intensive industries.
A.l Factor Intensity Reversal
Minhas1 has put forward the possibility of factor intensity
reversal which gives strong challenge to the validity of the
Heckscher-Ohlin proposition of direct relationship between factor
endowments and trade pattern. Estimating the CES (Constant
Elasticity of Substitution) production function for different
countries, Minhas found that factor reversals occur at critical
values of w/r (wage rental ratio). The implication of his findings
cast serious doubt on the Heckscher-Ohlin theory since it is built
on the assumption of an one-to-one correspondence between factor
prices and factor intensities. Minhas' conclusion have subse-
quently been challenged. Leontief reworked Minhas' findings and
found only a little intercountry difference in the capital intensity
of any given industry.2
1 B. S. Minhas, An International Comparsion of Factor Cost
and Factor Use, Amsterdam, North Holland Publishing Company,
1963.
2 W.W. Leontief, An International Comparsion of Factor
Costs and Factor Use, American Economic Review, Vol. 54, 1964.
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A.2 The Leontief Paradox
The most interesting empirical test of Heckscher-Ohlin
theorm is Leontief's demonstration that American export industries
are largely labour intensive and import-competing industries
capital intensive.1 Since it is commonly agreed that United
States is, comparing to the rest of the world, capital rich and
labour scarce, a great deal of attention has been directed to
other factors explaining the determinants of the trade pattern
and their composition. In the recent years, a lot of literature
which deals primarily with trade in manufactured goods has sprung
up. Some of the explanations are in fact elaborations or the
applications of the Heckscher Ohlin's factor proportion theory,
where labour and capital are considered non-homogeneous and have
to be disaggregated. Other explanations include those stressed
on the 'R and D' factor, human skills and human capital.
B. The Dynamic Analysis-- The Product Life Cycle Approach
B.l The Related Theories
Before going into greater details of the product life cycle
model, a brief review of the theories which are relevant to and
consistent with the product life cycle theory is necessary.
1 W.W. Leontief, Domestic Production and Foreign Trade:
The American Capital Position Re-examined, Proceedings of the
American Philosophical Society, Vol. 97, Sept., 1953.
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B.l.l Human Capital Approach
The works of Kravis,Keesing, Waehren, Kenen and Yahrl built
a complicated argument that Skill-endownment is an important
determinant of the trade pattern. Thus labour, as a factor of
production, is not considered as a homogeneous unit but rather,
is embodying different grades of skill. Donald B. Keesing measured
the skill ratio,2 i. e., the proportion of professional, scientific
and technical personnel to total personnel in each industry. The
explanation of trade from labour skill approach is based on the
assumption that the ratio of skilled to unskilled labour is higher
in some industries than others, and interindustry differences in
skill requirements are fairly consistent internationally. Thus
Keesing argues that international differences in skill endowment,
reflecting different rates of investment in labour force, affect
the pattern of international trade.3 Countries relatively well
endowed with skills tend to export skill intensive manufactures and
import manufactures which are relatively less skill intensive.
Thus the comparative advantage of a country rests on the relatively
skill intensive products if its skill endowment is better than
They are contributors to Peter B. Kenen and Roger Lawrence
ed., The Open Economy: Essays on International Trade and Finance.
(New York: Columbia University Press, 1968).
2 Donald B. Keesing, Labour Skills and the Structure of
Trade in Manufactures in The Open Economy: Essays on International
Trade and Finance. (N.Y., Columbia University Press, 1968)
3 Labour Skill and Comparative Advantage,
American Economic Review Proceeding, 1966.
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that of its partners.
B.1.2 Technological Gap Model
In 1950's, Kravis, Bedogh and Williams put forth a number of
ideas that appeared later in the product life cycle explanation.1
These economists, together with Posner, Freeman, Douglass and
Hufabuer, are often credited with the technological gap explanation
of trade flows. They have stressed a technological gap which
assume that there is a difference in technical knowhow between
countries, and diffusion of technology between countries takes
time. It is expected that the level of technology dominates the
pattern of trade. Kravis has emphasized that the advantages to the
innovating countries come from the possession of the knowledge to
produce the newest products, and the reduction of costs through
technical progress.
'R D' factor has been used as an indicator for the level
and rate of technical progress in an industry. The technology
intensive industries tend to be those which have a high share of
'Rand D' in the value added. And it will be easily seen that the
technology explanation of trade is closely related to the skill
level explanation in so far as research industries tend to be
intensive in human capital as well.
1 Irving B. Kravis, Availability and Other Influences on
the Commodity Composition of Trade, Journal of Political Economy,
Vol. 64, 1956.
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B.1.3 The Linder's Hypothesis
Another important contribution to trade theory is the work
of Linder. 1 According to Linder, trade in manufactures is due
to the structural similiarities between countries. His central
hypothesis is that the greater the similiarity in the demand patterns
of two countries, the greater will be the intensity of trade in
manufactures between them. The pattern of demand is further
assumed to be similiar in countries with comparable levels of per
capital income. Thus the volume of trade in manufactures will be
more intensive between countries with similiar per capita income
than between countries with dissimiliar incomes. Though the
empirical validity of Linder's prediction has not been settled,
however, his influence is important.2
B.2 The Product Life Cycle Model
The elements of human capital model, technological gap model
and Linder's hypothesis discussed above have been incorporated
into a more complete version-- The product life cycle model.
Probably the first complete description of the product life cycle
model which differed only in some details from the later versions,
was put forward by Raymond Vernon in 1966.3 Recently, some
1 Staffan Burenstam Linder, An Essay on Trade and Transforma-
tion. Dissertation of the Handelshogskolan, Uppsala, 1961.
2 Gruber and Vernon, in The Technology Factor in a World
Matrix in Vernon ed. The Technology Factor in International Trade,
1970, their findings tend not to support the Linder hypothesis.
.5 Uernon, R., International Investment and International
Trade in the Product Life Cycle, Quarterly Journal of Economics,
1966.
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economists who are more in the mainstream of traditional theory
have accepted many of the arguments of the product life cycle
theory and made some contributions in putting the model to a
more complete theory.1 Following is a summary of the product life
cycle model where the presentation is drawn heavily from Louis
T. Wells.2
B.2.1 The Assumptions of the Model
The Product Life Cycle model explanation of international
trade is based on the assumptions that are different from those
of the traditional trade theory. A comparision of the assumptions
underlying the Heckscher-Ohlin model and the product life cycle
hypothesis helps reveal clearly the basic assumptions of the
product life cycle model:3
Heckscher-Ohlin Mode] Product Life Cycle Model
(1) Identical production function Production function changes
internationally for each commo- over time it is more skill
dity intensive in the early phase
of the life of the product.
(2) All production functions are Increasing return to scale
homogeneous of the first
degree
A significant work is put forward by Harry Johnson, in Com-
parative Cost and Commercial Policy Theory for a Developing Economy,
Wicksell Lectures, 1968. Stockholm 1968.
2 Louis T. Wells, International Trade: The Product Life
Cycle Approach in Louis T. Wells ed. The Product Life Cycle and
International Trade, Bnstnn, 1972.
3 Louis, T. Wells has made a similiar comparision in
International. Trade: The Product Life Cycle Approach, p. 20,
op. cit.
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Product Life Cycle Mode:Heckscher-Ohlin Model
Reversibility not excluded, though(3) No factor reversal.
some, based on the assumption that
identical production function
will occur in the later phase of
the cycle in all countries,
argue that reversal will not
occur late in the cycle.
(4) Perfect competition in both Transmission of knowledge across
commodity and factor markets international boundaries is
no transportation cost. restricted and assumed to have
a cost. Trade barriers and
transportation costs exist.
(5) International immobility of Capital is assumed by many
productive factors. economists to be at least
partially mobile.
Consumption patterns differ accor-(6) Identical consumption pattern
at any given set of prices, ding to income levels. Some pro-
ie, all commodities are ducts are called 'high income
product', as they account for aconsumed in the same propor-
tions regardless of income higher proportion of consumption
level. for countries at higher
level of income.
(7) Full employment, static. No assumption on employment,
dynamic.
(8) Qualitatively identical No assumption.
production factors.
In addition, the product life cycle theory is offered as an
explanation of trade in manufactures, whereas Heckscher-Ohlin
theory do not have such restriction. Thus we will expect that the
prediction of trade pattern from the two approaches different in
some cases.
B.2.2 The Model
Further explanations on the characteristics of the product
life cycle are discussed below:
16
The product life cycle theory states that a product, once
introduced into the market, will go through various phases. This







As the new product is introduced into the market, the sales
volume tends to be low. While the rate at which sales rises may
be increasing, total sales volume remains relatively modest through-
out the early phase. In the second phase, there is a sharp increase
in the sales volume. The market for the product is larger growth
of the sales volume is comparatively higher at the beginning of
the second phase and it tends'to be slacken towards its latter
part. In the mature stage, the growth rate slows down.
Since information and knowledge do not flow freely across the
17
countries, the innovation of new product is more likely to occur
somewhere near a market where there is strong demand, as closure
to the market would mean a lower cost in transferring market
information to producers. Moreover, the firms are more willing
to take the risk in the production of new products if demand exists
in his home market than in any foreign market.
Concerning the nature of the process of innovation, under
the classical assumption, innovation will not be biased by relative
factor scarcity, since innovation occurs as long as return is
positive. But if the innovative skill is viewed as a scarce resource,
then it would be allocated where returns are highest. Thus, inno-
vation will be influenced by factor endowments. A country which
is abundant in capital relative to labour is more likely to innovate
items which are capital intensive. Thus an advanced country like
U.S. with a high income level and capital abundance would most
likely to come up with products appealing particularly to high
income consumers and capital intensive products.
In the initial stage when the new product is introduced,
it may still have to go through various stages of improvement.
Hence many variations of the product are available. The lack of
homogeneity in the new product means that the price elasticity of
demand facing a single producer is not as great as in the latter
period when the product becomes more or less standardized and
competition becomes more keen-than before.
As the consumer's desire becomes more known through explora-
tion of alternative product forms, standardization begins to take
18
place and the individual firms face an increasingly elastic demand.
In the early period of innovation, frequent design changes
occur. These lead to shorter production run, and require a greater
input of labour relative to capital than will be needed later when
specialized machinery and techniques can be used for mass assembly
of a more stable production line. Besides being more labour
intensive in the early stage of the product cycle,manufacturers
initially also require a greater input of skilled labour since
special skills are needed for constructing machines, changing
design etc..
The relatively inelastic demand and the shorter production
run result in higher costs and hence higher prices in the early
phase of the cycle. It is found that the early purchasers of a new
product are generally young, educated, high income and social status
people in a community.)
As the product grows towards the later phase of the cycle,
the characteristics of the product differ from those of the initial
phase. Seev Hirsch 2 has made a comprehensive summary of the import-
ant elements of the product in various phases of the product life.
1 Harold H. Karsarjian and Thomas Robertson, Perspectives
in Consumer Behaviour, N.Y. Scott, Foresman Company, 1968.
2 (i) Seev Hirsch, The Location of Industry and International
Competitiveness, Oxford, Clarendon, 1967.
(ii) Based on Seev Hirsch' s work, similiar summary is made in
International Trade: The Product Life Cycle Approach in Louis T.
Wells, Jr., ed. Product Life Cycle and International Trade, 1972.
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Based on Hirsch's description, we summarize the important
characteristics of the product over the various phases of the
cycle in tabular form below. It can be seen that important





Long run with stableShort runs, rapidlyProduction Mass production
technology Labour-methodschanging techniques
skill is low (ordependent on skilled
semi skilled)labour
Higher, compared toHigh, due to theLow capital intensityCapital
the early phase, duehigh obsolescenceIntensity
rate to the large quantity
of specialized
equipment
High price elasticityLow Price elasticityDemand Growing price
elasticity forfor aggregate demand as price or productStructure
differentiationfirms. Priceand individual firm.
through marketingcompetition beginsNature of demand
techniques is thenot well understood
basis for competitionby the firm.
The above analysis mainly deals with the production side of
the product life cycle hypothesis. Our next job is to introduce
trade into our model.
As mentioned above, the most advanced industrial economy is
likely to be the first country to initiate the production of certain
kinds of commodities-- those that appeal to high income consumers.
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For illustration purpose, suppose U.S. innovates a new product.
Then, the mechanism of the product life cycle in international
trade can be divided into 5 phases as below:
Phase 1
Producers of the most advanced industrial economy, U.S., are
likely to have a monopoly power over the manufacture of the new
product which is innovated there, and exports to other countries
begin if foreign demand exists. The potential manufacturers in
other countries face a technological barrier to entry, in addition
to the huge amount of fixed cost associated with the acquirement
of the production skill. Also the foreign manufacturers' home
market may be too small and the lack of information on export
markets would prevent the foreign firms from competing with the
American manufacturers.
Gruber, Metha, Vernon have showed that the U.S. export
strength lies in industries associated with a high research effort,
and these industries are those with a high rate of new product
development.)
With the growth of income and improvement in technology, the
product becomes cheaper and the world market for the new product
grows. At some point in time, foreign demand is large enough for
manufacturing to begin there. We have either the local manufacturers
start producing, or an U.S. firm investing there to preclude a
1 William H. Gruber, Dileep Metha, Raymond Vernon, The R
D Factor in International Trade and International Investment of
U.S. Industries in Louis T. Wells ed. The Product Life Cycle and
International Trade, Harvard, Boston, 1972.
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local firm from taking up the market.
The lapse in time between the initial phase and the period
when foreign production begins depends on the economies of scale,
tariffs, transportation cost, income elasticity of demand, income
level and size of the foreign market.
Phase 2
Production has begun in foreign market, usually in other
advanced countries. As the product is still in its earlier phase
of the cycle, it will be characterized as skill intensive, and the
price is still high. Therefore the foreign demand will increase
faster in more advanced countries.
At this stage, the U.S. exports continue to go to the
markets where production has not begun but it would cease to grow
as rapidly as before since they are now facing increasing competi-
tion from foreign countries.
Phase 3
The U.S. exports to nonproducing countries begin to be
displaced by exports from other countries. Advanced countries
other than U.S. have now gained the required technical knowledge
and their market sizes have grown sufficiently large to reap the
profit of the large scale production. The capital costs for such
firms may be no more than that for firms in the U.S.-- of course
the producing unit may be a subsidiary of an American parent firm.
These firms begin to take away'the market previously dominated by
U.S., and may even export the goods back to U. S. if its factor
prices are low relative to those of U. S..
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F. Michael Alder showed that U.S. export exhibits a less
elastic market demand in the advanced countries than in the less
developed ones. This result is consistent with the product life
cycle model.1 As pointed out in the last section, new products are
exported to the developed countries in the initial phase where
demand is inelastic. It is only at the latter phase of the cycle
(growth phase or mature phase) where price becomes low enough to
be attractive to less developed countries. But at this stage
U.S. products will face keen competition from the other advanced
countries, implying a more elastic market for U. S. products in the
less developed countries. The results are also consistent with
Linder's hypothesis that U.S. competitiveness should be greater
in the advanced countries than in the less developed countries.
The roles of these advanced countries (sometimes they are
regarded as middle countries2) are clear. Yoshihiro Tsurumi,3 Hirsch4
1 F. Michael Adler, The Relationship Between Income and
Price Elasticity of Demand for U. S. Exports in Louis T. Wells
ed. The Product Life Cycle and International Trade, 1972, p. 143.
L Louis T. Wells called these countries as middle countries
in International Trade: The Product Life Cycle Approach in Louis
T. Wells ed. The Product Life Cycle and International Trade, p. 14,
Boston, 1972.
3 Yoshihiro Tsurumi, 'R and D' factors and Exports of Manu-
factured Goods of Japan, in Louis T. Wells ed. The Product Life
Cycle and International Trade,. 1972.
4 Seev Hirsch, Technological Factors in the Composition and
Direction of Israel's Industrial Exports in Vernon R. ed. The
Technology Factor in International Trade, Columbia, p. 365, 1970.
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and Sotirios Mousouris1 have studied the trade pattern of Japan,
Israel and Greece respectively. These countries typically export
those products that are in the earlier stage of the product life
cycle to less developed countries and the products that are in the
later stage of the product life cycle to more advanced countries.
Compared with the less developed countries, the advantage of the
middle countries lies in economies of scale, higher technological
and skill level, and more capital abundance. In relation to the
more advanced countries, the comparative advantage lies in their
relatively cheaper labour cost, since in the mature phase of the
cycle labour skills becomes unimportant and the factor endowment
plays a more significant role in determining the comparative
advantage.
In previous discussion, we have shown that the new products
tend to be those characterized by their being high-skill and less
capital intensive than mature products (Table 2.1). This is
because when the product becomes more mature, increasing substitu-
tion of capital for labour becomes both technically and economically
possible, due to the fact that the manufacturing process is more
stable. According to Hirsch, the above argument refers to the trend
of capital intensity over the life cycle of a product it does not
apply to the level of capital used in conjunction with other inputs
at any particular point in time in the manufacture of different
1 Sotirios G. Mousouris, Manufactured Products and Export
Markets: Dichotomy of Markets for Greek Manufactures in Louis T.
Wells ed., The Product Life Cycle and International Trade, p. 193,
Boston, 1972.
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products.1 Hence the fact that the comparative advantage of the
middle countries over the less developed countries lies in those
products which are characterized as skill. and/or capital intensive
referring to products at a particular stage of the product life
cycle.
Phase 4
Foreign production in some countries reaches sufficient scale
that factor costs are low enough to overcome the transportation and
tariff protection of the U.S. manufactures. The U. S. hence becomes
net importer of the product.
Phase 5
The less developed countries become exporters of the mature
product. The influx of standardized textile products from less
developed countries into U.S. indicates this importance. In an
analysis of the exports of manufactures from less developed coun-
tries, Lary has found that the nonresource-based manufactured
exports of less developed countries are intensive in unskilled
labour. 2
The above five phases of the product life cycle describing
the export pattern between the three types of countries-- the
highly advanced industrial economies such as U.S., the other
relatively advanced countries (middle countries) and the less
I Seev Hirsch, Technological Factors in the Composition
and Direction of Israel's Industrial Exports, Vernon ed. The
Technology Factor in International Trade, p. 376, 1970.
L Hal B. Lary, Imports of Manufactures from Less Developed
Countries. Columbia, N.Y., 1968.
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developed countries can be illustrated by the following diagrams:
A: The highly advanced industrial economies
M: Advanced (Middle) countries
U: Less developed countries
The arrows represent the magnitude and direction of export
of the product concerned.
Volume of export: large
Volume of export: medium
Volume of export: small
Phase 1
A M
The most advanced industrial
economies are the net
exporters of the new goods,
whereas the middle coun-
U tries provide a larger




The most advanced coun-
tries' exports cease to
grow as rapidly as
U before. Import subs-




(i) The most advanced coun-
tries' exports begins to
be displaced by those ofU
the middle countries.
* The middle countries have
the advantage of exporting
labour intensive products
to the most advanced
countries, and exporting
capital and skill inten-





The most advanced economies




The less developed countries
U becomes exporter of the
products where the advantage
lies in their abundance
in unskilled labour which
is required for standardized
products.
We have made a detailed description of the five phases of the
product life cycle in an international context. Usually those
countries where products are not introduced de novo (i.e., invented)
but are imported at the beginning stage are known as the follower
countries in the product life cycle.1 The relatively more advanced
1 William V. Rapp, The Many Possible Extensions of Product
Cycle Analysis in Hitotsubashi Journal of Economics, June 1975, p. 22.
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country is the first follower in the product life cycle. But in
the long run this first follower country are subject to competitive
pressure from the less developed countries in the later phase of
the product life cycle.
As have been pointed out in Chapter 1, we shall study the
export pattern and duality of export markets for the manufacture
exports of Hong Kong in the later chapters, treating Hong Kong as
a middle country in the theory of the product life cycle. Before
analysing the manufacture exports of Hong Kong, the Hirsch's
classification on the universe of traded goods, which will also be
a useful analytical tool for our later analysis, is discussed
below.
B.2.3 The Classification of Traded Goods
Through the survey of trade theories, we can easily recognize
the inadequacy of any single theory to provide a complete
explanation of the composition and pattern of trade. However if
the diverse elements of trade theories are considered
in a combined way, a more complete picture of the sources of
comparative advantage accruing to a country at any given point of
time is likely to emerge.
As can be seen from the above, the new theories stress
the dynamic nature of the comparative advantage in a rapidly chang-
ing world of capital accumulation and technological progress. H.G.
Johnson has once said, The gains from trade are the results of
taking advantage of comparative cost differences by specialization
and international exchange as in classical analysis. But instead
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of being firmly grounded in stable and enduring characteristics of
national economies in factor endowments, as in the Ricardian model or
differences in factor endowments, as in H.O. model-- comparative
advantage is the evolving consequence of the dynamics of technical
progress, capital accumulation and increase, and their diffusion
through the economy.1
However, the product life cycle model does not explain all
the international transactions.2 Some of the commodities which
are resource-based, do not go through the different phases of the
cycle, for instance, the agricultural goods,mineral goods etc.. In
this regard, Seev Hirsch divides the universe of traded goods into
a reasonably small number of categories to which the existing
trade theories apply and distinction is made between three types
of goods:3 Ricardo goods, Heckscher-Ohlin goods, and product cycle
goods.
(i) Ricardo Goods
The comparative advantage originates from the difference in
natural endowments of countries. Examples for this type of goods
are minerals, agricultural goods, and primary material based manu-
factures in which domestic raw material contents are very high.
1 H. G. Johnson, Effects of Changes in Comparative Cost as
Influenced by Technical Change in R. Harrod and D. Hague (ed.)
International Trade Theory in a Developing World.
2 Louis T. Wells, International Trade: Product Life Cycle
Approach in Louis T. Wells ed. The Product Life Cycle and Inter-
national Trade, 1972.
3 Seev Hirsch, Hypothesis Regarding Trade Between Developing
and Industrial Countries, in Herbert Giersched The International
Division of Labour Problem and Perspectives, International Symposium.
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(ii) Heckscher-Ohlin Goods
These include only part of the manufacture commodities. These
commodities will have identical production function in all coun-
tries-- the technologies are known internationally and universally
available, with the absence of economies of scale and factors
reversals.
The comparative advantage under these assumptions depends
only on the relative factor endowments of the different countries.
Textile, metals, building materials etc. may be regarded as
Heckscher-Ohlin products. The characteristic they have in common
is that the manufacturing technology is fairly stable and is
easily available to those wishing to enter into the industry.
(iii) The Product Cycle Goods
Those products which have been manufactured as a result of
recent innovation and research and development effort do not fit
in the above two models. The technology of these products is not
stable and it is not universally available. These products belong
to the Product Cycle Goods, but they may be either new or mature.
When the product is new, the manufacturing involves intensive
use of skilled manpower whose availability determines where manu-
facturing takes place. Unlike the case of mature goods, the pro-
duction function of new goods varies from country to country and
the cost of international technology transfer is likely to be high.
From the view point of the comparative advantage, mature
goods have the characteristic of Heckscher-Ohlin Goods-- the
relative factor endowments determines the comparative advantage in
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these goods.
Hirsch further postulates that for the export pattern of
new goods from the innovating countries, Burenstam Linder' s
model is most appropriate.) Thus clothes, refrigerators, cars
and other products manufactured in U.S. are not initially designed
for the world market, they are specially designed for U.S. market.
Exports of new manufactured products will therefore be marketed
mainly in countries where tastes are similiar to those prevailing
in the exporting country. Hence trade will be most intensive
among countries with similiar per capita income levels.
In our analysis in later chapters, Seev Hirsch's concept on
different kinds of commodities will be employed to analyse the
pattern of manufacture exports of Hong Kong.




BACKGROUND OF HONG KONG
A. Overview
A.1 From Entrepot to Industrialization
Entrepot trade was once the source of Hong Kong's growth. It
led to the development of banking, insurance, warehouse services
and port facilities which were important foundation of Hong Kong's
growth for the past two decades. It has also provided local
businessmen with important connections in oversea markets and inter-
national business outlook' which contributed greatly to the postwar
development.
The embargo on trade with China from the United Nations after
the Korean War had marked an end to entrepot trade as the major
source of income to Hong Kong. This created a great pressure on
Hong Kong people to struggle for another way to survive. With a
total area of 398 square miles, predominantly hilly in nature, Hong
Kong cannot increase agriculatural production to any significant
extent. Mining resources are also limited. Recognising that there
was no possibility of expanding the primary production, she found
the way of industrialization. While the huge inflow of capital,
entrepreneurship and labour from mainland China after the Civil war
accounted for the major source of industrial development, the laissez-
5. 1 James Riedel, The Industrialization of Hong Kong, 1974,
p.
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faire policy adopted by the government contributed to industriali-
zation also. The government has consistently avoided interfering
with private economic activities. Presently Hong Kong is probably
the only territory still completely faithful to liberal economic
policies of free enterprise and free trade.
A.2 The Growth of the Economy
In a short period of time, Hong Kong was transformed from an
entrepot to a basically industrial economy with a high rate of
growth. The Gross Domestic Product grew from HK$3685 million in
1955 to HK$54836 million in 1977 (Table 3.1), an increase of 15 folds,
The per capita GDP was HK$1695 in 1960, and went up to HK$12148 in
1977, an increase of 7 folds. Looking at the constant market price
of 1966, the real per capita GDP grew from HK$3055 in 1966 to HK$5852
in 1977, an average annual growth rate of 8.3%. This figure was
very high by international standard. The sustained growth through
the last two decades has placed Hong Kong in a small group of
countries which enjoy a fast pace of development.
Comparing with other countries (Table 3.2), Hong Kong's per
capita GDP still lag behind the advanced industrial countries such
as U.S. and West Germany. But it is relatively near to the less
wealthy industrialized countries such as Spain, Greece, Ireland etc.,
and is far above many developing countries such as South Korea,
Philippines, Pakistan etc.. By 1976, GDP per capita of the Colony
reached HK$12148, about US$2128, placing her next to Japan and
Singapore in Asia.
Although it has been argued that GDP per capita is an imperfect
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index of economic development, it is not too far from reality to
say that the standard of living of the majority improved signi-
ficantly.
TABLE 3.1
GROSS DOMESTIC PRODUCT AND GDP PER CAPITA OF HONG KONG
GDP at GDP per capita GDP per capitaYear
Market Price Market Price at 1966 Constant Price
1955 HK$ 3685 million HKSHK$ 1441
SRQ 51960 1695
1966 1109: 3055 3055
133561968 3512 3319
1970 18670 4716 3842
1972 24156 5869 4091
1974 35252 8161 4551
1976 47226 10627 5313
1977 54836 12148 5852
Source: Census and Statistics Department, Estimate of Gross
Domestic Product 1966-1977, p. 6.
Chou, K.R. The Hong Kong Economy, 1966, p. 83.
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TABLE 3.2
PER CAPITA GDP IN SELECTED COUNTRIES
in US$
Country 1970 1975 1976
Hong Kong 7 78 1677 2128
Japan 1887 4404 4937
Philippines 192 371 407
Singapore 916 2507 2594
S. Korea 258 541 707
United Kingdom 2195 4095 3936
West Germany 3055 6769 7249
Spain 1089 2892 2909
Israel 1919 3858 3942
4789United States 7148 7912
Greece 1134 2300 2426
Pakistan 175 186 200
Thailand 180 347 379
Ireland 1326 2571 2523
Indonesia 77 216
Malaysia 393 780
Chile 739 752 774
Source: United Nations, Statistical Year Book 1977, p. 742-744.
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A.3 Manufactures and Domestic Exports
Examining the Gross Domestic Product by industrial origin, we
can see that manufacturing is the most important sector, contri-
buting to about 26-31 per cent of the total (Table 3. 3). However,
these estimates are only a rough guide to the relative weight of
the manufacturing sector.' Actually, within two decades, the manu-
facturing sector has been developed from a negligible beginning to
become the heart of the economy. The lack of natural resources has
forced Hong Kong to rely on the export of manufactured goods to
earn foreign exchange, in order to acquire food and material input
to the economy. These peculiar circumstances of Hong Kong have
pushed the industries to expand rapidly and are partly responsible
for the following particular characteristics of the industries in
Hong Kong:
1. The manufacturing industry is export-oriented, the percentage
of local manufactured products exported were very high. About
80% of local manufactured products are exported2 (Table 3.4).
In fact, trade statistics show that over 96% of Hong Kong's
export are manufactured exports (Table 3.5).
2. Predominance of light industry- the industry of Hong Kong depends
1 A larger share is attributed to manufacturing by Financial
Secretary, Budget Speech 1972, The manufacturing sector is
dominant in our economy, contributing about 43% to GDP. See James
Riedel, Industrialization of Hong Kong, 1974.
2 Shou-Eng Koo, The role of expansion in Hong Kong's Economic
Growth Asian Survey, Vol. III, 1968, p. 504.
James Riedel, Industrialization of Hong Kong, 1974, p. 8.
37
TABLE 3.3
SHARE OF MANUFACTURES IN GDP








Source: Census and Statistics Department, Estimate of Gross
Domestic Product 1966-1977, p. 33.
TABLE 3.4
SHARE OF INDUSTRIAL OUTPUT EXPORTED
HK$Mn
Exports of Percentage of Export inYear Industrial OutDut
Industrial Output Industrial Output
1959 2400
1960 3200 2600 81.3%
1961 3360 2630 78.3%
1962 4000 3000 75.0%
1963 4500 3450 76.7%
1964 5000 4000 80.0%
1965 5400 4400 81.5%
1971 14703 11762.4 80.0%
Source: Hong Kong Economic Herald, 1960 (Chinese).
Hong Kong Economic Yearbooks, 1961-1966 (Chinese), from
Shou-Eng Koo, The role of export expansion in Hong Kong's
Economic Growth, p. .504.
James Riedel, The Industrialization of Hong Kong, p. 8.
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TABLE 3.5




0 Food and live animal 551 623
1 Beverages and tobacco 45 59
2 Crude materials, inedible,
296 380
except fuels
3 Mineral fuels, lubricants
related materials
4 Animal and vegetible oils and
2 3fats
5 Chemicals 2 35 296
6 4308Manufactured goods 4143




9 Not classified into kind 78 73
Total Merchandise 32629 35004
Share of SITC 5 to 9 on total
97.25% 96.96%
merchandise
Source: Hong Kong Review of Oversea Trade 1977.
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mainly on light industry such as textiles, plastic products,
clothing and electronics. The absence of heavy industry is
mainly due to the shortage of natural resources, capital and
technology required in these heavy industry.
In the 1960's, domestic exports grew at an average annual
growth of 16.9% in the 1970's, due to the severe trade restrictions
and world-wide depression, the annual growth rate of exports
fluctuated considerably, but the average annual growth rate still
maintained at 16.8% (Table 3.6). In fact, Hong Kong has already
been one of the major trading entities of the world. In terms of
exports and imports combined for 1972, it ranked 18th among the
non-communist countries, but stood in Asia only next to Japan.1
The expansion of Hong Kong's exports of domestic products in
the last decade was accompanied by rapid industrial development.
This phenomenon is consistent with the classical and neoclassical
economist's postulate that international trade contributes greatly
to the economic development of a country, and is considered as an
engine of growth2 for the economy. Indeed, Hong Kong's trans-
formation from an entrepot to a basically industrial economy has
been marvelous. Led by the export of textile and clothing, Hong Kong's
industries have advanced on a broad, diversified front. Presently,
Hong Kong is the world's largest exporter of garments, toys and
I Theodore Geiger, Tales of Two City-States: The Development
Progress of Hong Kong and Singapore. (Wahsington 1973), p. 84.
L D. H. Robertson, The Future of International Trade
reprinted in American Economic Association. Readings in the Theory
of International Trade. Blakiston Co., 1949, p. 501.
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TABLE 3.6
GROWTH OF HONG KONG'S DOMESTIC EXPORTS
HK$Mn
Year Value HK$Mn Annual Growth
1959 2282
1960 2867 +26
















1977 35004 + 7
Source: Hong Kong Review of Oversea Trade 1977, p. 4.
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electrical torches, and the second largest exporter of transistorized
radios, wigs and watches. 1 U. S., U.K., and West Germany have been
the three major markets for Hong Kong's domestic exports.
Comparing with other developing countries, Hong Kong is well
known for her excellent export performance. It accounted for 33%
of the total exports of 37 developing countries to 11 developed
economies in 1968. And the number of commodities exported from
Hong Kong was very large.2
Though past achievements have been great, but the annual growth
rate of domestic exports in 1970's fluctuated considerably. It was
the time when Hong Kong faced keen competition from other Asian
developing countries such as South Korea and Taiwan, and severe
trade restrictions of developed countires. In order to restore its
competitiveness, Hong Kong has to shift from the production of
traditional labour intensive goods to skill and capital intensive
ones. The direction of change stresses on quality improvement rather
than on price competition.
The changes in the structure of exports is consistent with
the hypothesis of the dynamic trade theory-- the Product Life
Cycle Model. As industrialization progresses, the technological
level is raised and fixed capital accumulated. This facilitates the
production of more technically complex and capital intensive goods.
Actually the growth potential of the economy can be gauged by the
I Cheng T.Y. The Economy of Hong Kong, p. 174
- A.H.M. Mahfuzur Rahman. Exports of Manufactures, 1973.
Rotterdam University Press.
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level of domestic fixed capital formation. In 1976, 20% of GDP
was allocated for fixed capital formation. Judging from W.W. Rostow's
criteria,1 Hong Kong has well on self sustained growth. Comparing
with both developed and developing countries, the rate of capital
formation in Hong Kong is relatively high.2
In addition to the growth in export of sophisticated products,
there has been an increasing importance of new markets, though the
traditional markets, U.S., U.K. and West Germany are still dominant.
One study indicates that among the developing countries, Hong Kong's
share of exports to the U. S. is suffering from a decline, while
Taiwan and South Korea have been gaining by leaps and bounds.3
Hence efforts in exploring export potential in new markets are needed.
Since our analysis in later chapters stresses on these two
changes, the following sections will give a preliminary survey on
the general pattern of the structural change of exports and the
changes in trading partners of Hong Kong.
Rostow, W.W., The Stage of Economic Growth, Cambridge
University Press, Cambridge, Mass., 1960, p. 39.
Cheng T.Y., The Economy of Hong Kong, 1977 p. 131.
J Cheng T.Y., The Economy of Hong Kong, p. 176.
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B. Structural Change of Domestic Exports of Hong Kong
Exports composition changes when different commodities exhibit
different rate of growth and their shares in the total domestic
exports vary in different years. Some commodities may have their
exports increased in absolute value, but their shares will decline
if their growth rate are slower than the growth of the total
merchandise. Hence a study on the changes in the shares of commo-
dities exported will help us understand the performance of different
industries in our total exports of merchandise.
Table 3.7 shows the structural change of principal exporting
industries in Hong Kong. The changes on principal industries are
illustrated graphically (Fig. 3.1a- Fig. 3.1n). From 1960 to 1976,
textile and clothing still occupy a dominant position in the domestic
exports of Hong Kong. But for textile industry its share of 19.26%
in 1960 followed a downtrend and fell to 9.35% in 1976. This can
be attributed to the keen competition from newly industrialized
countries and the increasing protectionism on textile products.
Clothing maintained a relatively stable share. In the 1970's, it
showed a slight increase. This is due to the improvements of design
and quality which give Hong Kong an edge over her competitors. 1
Footwear, another important light industry in Hong Kong, has showed
a decrease in its share in total exports. It dropped from 4% in
1960 to 1.05% in 1976. Trade Barriers seem to be the main strike
to this industry. Since mid 1971, EEC has maintained a GPS (General





SITC Code Industry 1960 1964 1968 1970 1971 1972 1973 1974 1976
1. 5 Chemicals 51( 1.77) 52( 1.17) 80( 0.95) 104( 0.84) 123( 0.89) 131( 0.86) 171( 0.88) 201( 0.88) 235( 0.72)2. 65 Textiles 544(19.26) 706(15.94) 1035(12.28) 1277(10.34) 1398(10.17) 1552(10.18) 2352(12.08) 2737(11.95) 3051( 9.35)651 a. Textile yarn 102( 3.55) 91( 2.06) 88( 1.04) 140( 1.13) 157( 1.14) 187( 1.23) 412( 2.12) 483( 2.11) 407( 1.25)thread
652-655 b. Textile fabrics 368 (12.80) 748( 8.88)506 (11.43) 929( 7.52) 998( 7.26) 1127( 7.39) 1728( 8.87) 1978( 8.63) 2352( 7.21)656,657 c. Textile made up S 84( 2.92) 109( 2.46) 199( 2.36) 208( 1.68) 243( 1.77) 237( 1.55) 212( 1.09) 277( 1.21) 292( 0.89)related articles
3. b9 Manufactures of metal 118( 4.10) 146( 3.30) 240( 2.85) 345( 2.79) 345( 2.51) 415( 2.72) 521( 2.68) 641( 2.80) 84 4( 2.59)4, 72 Electrical machinery 47( 1.63) 186( 4.20) 772( 9.16) 1293(10.47) 1541(11.21) 1963 (12.88) 2622(13.46) 3296 (14.39) 4196(12.86)apparatus
applicances
724,7293, a. Electronics 0 96( 2.17) 557( 6.61) 1061( 8.59) 1369( 9.96 1686 (11.06) 2269(11.65) 2816(12.29) 3484(10.68)729982,
729988
724205- (i) Transistor 0 96( 2.17) jj4( 3.9b) 570( 4.62) 693( 5.04) 972( 6.38) 1241( 6.37) 1448( 6.32) 2001( 6.13)724207 Radio
(ii) Electronic 0 0 223( 2.65) 491( 3.98) 676( 4.92) 714( 4.68) 1028( 5.28) 1368( 5.97) 1483( 4.55)Components
Equipment
b. Domestic equipment 5( U.17) 14( 0.32) 23( 0.27) 34( 0.28) 40( 0.29) 60( 0.39) 101( 0.52)) 238( 1.04) 400( 1.23)P1Prtri r
5. 63, 81, 82 Wood cork furniture 123( 4.28) 146( 3.30) 222( 2.63) 281( 2.28) 292( 2.12) 328( 2.15) 436( 2.24) 489( 2.13) 588( 1.80)Fixture
6. 831 Travel Goods Handbags 20( 0.7n) 39( 0.88) 125( 1.48 175( 1 .42) 228( 1.66) 302( 1.98) 405( 2.08) 437( 1.91) 690( 2.11)Similar articles
7. 841,842 Clothing 1010(35.12) 1620(36.59) 3014(35.76) 4336(35.12) 5464 (39.74) 6113 (40.10) 7454(38.28) 8752 (38.20) 14288 (43. 79)1010(35.12) 1620(36.59)841 a. Clothing (except 3006(35.67) 4333(35.09) 5463(39.73) 6109 (40.07) 7425(38.13) 8678(37.88 14114(43.26)fur)
842 b. Fur clothing 0 0 8( 0.09) 3( 0.02) 1( 0.01) 4( 0.03) 29( 0.15) 74( 0.32) 174( 0.53)6. 851 Footwear 115( 4.00) 175( 3.95) 271( 3.22) 302( 2.45) 351( 2.55) 104( 0.68) 266( 1.37) 311( 1.36) 341( 1.05)y• 86 Precision Instrument 16( 0.56) 24( 0.54) 137( 1.63) 216( 1.75) 273( 1.99) 330( 2.16) 483( 2.48) 789( 3.44) L570( 4.81)861 a. Camera, optical 6( 0.21) 12( 0.27) 58( 0.69) 70( 0.57) 81( 0.59) 104( 0.68) 142( 0.73) 225( 0.98) 326( 1.00)Inst.
864 b. Watches clock 4( 0.14) 4( 0.09) 69( 0.82) 133( 1.08) 175( 1.27) 202( 1.33) 293( 1.50) 510( 2.23) 1298( 3.98)10. 89 Manufactured Articles 427(14.85) 865(19.53) 1880(22.31) 3142(25.45) 2902(21.11) 2920 (19.15) 3524 (18.10) 3699(16.15) 4870(14.93)891 a. Musical Inst. 0 1( 0.02) 3( 0.04) 1( 0.01) 7( 0.05) 22( 0.14) 57( 0.29) 114( 0.50) 296( 0.91)parts
894 b. Toys Dolls 117( 4.07) 300( 6.78) 787( 9.34) 1111( 9.00) 1262( 9.18) 1405( 9.22) 1669( 8.57) 1823( 7.96) 2403( 7.36)893 c. Articles of art. 14( 0.49) 29( 0.65) 56( 0.66) 108( 0.87) 135( 0.98) 159( 1.04) 224( 1.15) 291( 1.27) 375( 1.15)plastic material
899931 d. Artifical Plastic 149 5.18) 271( 6.12) 308( 3.65) 416( 3.37) 353( 2.56) 418( 2.74) 478( 2.45) 291( 0.89)344( 1.50)Flowers
899940 e. Wigs 0 9( 0.20) 318( 3.77) 937( 7.58) 528( 3.84) 224( 1.47) 105( 0.54) 44( 0.19) 25( 0.08)
Note: Since the principal items are slected, hence the sumof p ercen-tape maynot add up to 100%.
Source: Computedfrom Hong Kong Trade Statistics, various years.
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Preference Scheme) toward developing countries since mid-1971.
Hong Kong's textile and footwear, two of the major export items,
were excluded from the list while the same products from countries
such as South Korea, Taiwan and Malaysia were included. As a
result, the Hong Kong footwear industry suffered a serious set back.
Over one third of the Colony's medium-sized footwear manufactures
were wiped out, including such well-known rubber-shoe manufactures
as Fung Keung, Commonwealth and Continental.1
Also, the labour intensive industries such as wood cork-
furniture and fixture have exhibited a tendency of declining share.
Chemicals, a capital and skill intensive industry, was able
to maintain a relatively stable share since mid 1960's. The small
weight of the chemicals industry in total exports suggest that
there might be some prospects for future development in this industry.
On the other hand, new industries which are characterized by
moderate capital intensity and skill level have emerged and have
occupied an increasing share in the total domestic exports of Hong
Kong. Precision instrument, a relatively skill and capital intensive
industry, has shown a rapid increase in share since the late 1960's
where watches and clocks, a section of precision instrument, showed
the most significant growth, from 0.14% in 1960 to 3.98% in 1976.
Electrical machinery, apparatus and applicances, increased
from 1.63% in 1960 to 14.39% in 1974, with significant increases started
from mid 1960's as shown in the graph (Fig. 3.1f). Of which the
1 Cheng T.Y., The Economy of Hong Kong, p. 185.
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electronic industry has been the most rapidly expanding industry
in Hong Kong, having a share of zero% in 1960, increasing to 10.68%
in 1976 (HK$3484 million). For the sector of electronic components,
there was a growth from zero% in 1964 to 5.97% in 1974, with
very sophisticated and diversified electronic components being
produced including various types of integrated circuits, memory
planes, and components for T.V. sets. Manufactures of computer
parts also achieved a total export value of HK$140 million in 1975.
The growing importance of electronic industry indicates
clearly the direction of manufacturing industries towards more
sophisticated products. The electronic industry reveals the
following characteristics:
(i) It is greatly dependent on the inherent ability and dex-
terity of the local labour force, combined with foreign
technical knowhow, design and modern equipment with high
automation.
(ii) Modern organization with good management and quality
1
control.
For manufacturing articles, the trend is less significant.
The artifical flower, flourished in the early 1960's, when Hong Kong
was the world centre of production, started to decline after
achieving its peak at 1964. But the decline in plastic flower was
offset by an increase in output of plastic toys and dolls. The
export value rose from HK$117 mn in 1960 to HK$2403 mn in 1976, a
I Cheng T.Y., The Economy of Hong Kong, p. 165, 1977.
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twenty fold increase.
Wigs, another labour intensive industry, after the expansion
in the late 60's, decreased to 0.08% in 1976 from 7.58% in 1970.
The above analysis suggests clearly that there is a change of
direction of commodities towards improvement in terms of sophisti-
cation and quality. Furthermore, it is observed that the signifi-
cant structural changes towards higher quality products, such as
electrical equipment, electronics, watches and clocks, higher
quality clothing etc., occured since the mid or most probably late
1960's. (As can be seen from the patterns of structural change shown
in Fig. 3.1b, 3.1f, 3.1g, 3.1i, 3.lj and 3.1k). The structural
change of export in this direction is also reflected from the analysis
on the change in the terms of trade, i.e., a ratio of export unit
value index over import unit value index. With better quality,
exports can be sold at a higher price, resulting an improvement in
the terms of trade. The data for terms of trade over time is recorded
in Table 3.8 and is plotted graphically. (Fig. 3.2)
TABLE 3.8
TERMS OF TRADE IN HONG KONG
Year 68 69 70 71 72 73 74 75 76 77
Unit value Index
100 107 115 122 130 155 196 2051isz 1Zooof Export
Unit value Index
100 106 110 112 116 140 183 173 180 187of Import
TOT 100 101 105 109 112 111 107 105 111 110
53
Fig. 3.2 The Terms of Trade in Hong Kong
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A simple regression of Terms of Trade (TOT) against Time (T)
is estimated below:
A significant positive relationship exists between the terms
of trade and time is observed. Of course, there are other possible
explanation for this upward trend, but it is consistent with the
conclusions reached previously, that is, the terms of trade in
Hong Kong improves over time, indicating that the domestic exports
of Hong Kong shift towards higher quality commodities.
C. Pattern of Foreign Markets
Developing countries enjoy a comparative advantage over
developed countries in its abundant supply of cheap labour. Hong
Kong is not an exception. The labour intensive commodities from
Hong Kong are exported to advanced countries. U.S., U.K. and
West Germany are the three largest importer of Hong Kong's
products.
In the early 1950's, Hong Kong had substituted China as the
exporter of cotton, textiles and other manufactured goods to the
developing countries such as East and Southeast Asian countries.
Due to the trade restrictions in these developing countries, the
high-income nations of North America and Western Europe presented
the more profitable alternatives for Hong Kong's labour intensive
manufactures. The developing countries did not continue to be
TOT = -44.7955 + 0.4696 T (R2 = 0.4354)
(t = 2.484 significant at 5%)
55
1
Hong Kong's major export markets for manufactured goods.
As have been mentioned above, since the late 1960's, Hong
Kong had enjoyed the high success in economic development, but it
also faced keen competition from other Asian developing countries
such as Taiwan and South Korea. Table 3.9 reveals that since the
late 1960's the shares of Hong Kong's domestic exports to U.S. and
U.K. have both been declining whereas the share to West Germany
shows a slight improvement and fluctuates in the 1970's. But
some other western countries such as Switzerland, the Netherlands
and France have gained a gradual importance in Hong Kong's export
markets. Though their shares are still small (in 1977, Switzerland
1.63%, Netherlands 2.17%, France 1.34%), they have good potentials
for future development.
In the mean time, the developing countries also exhibited
a growing importance. Despite the fall of their shares in Hong
Kong's domestic exports in earlier period, the declining trends
have levelled off and a sign of improvement is seen since the early
70's (Table 3.9 and related figures). The Middle East occupies an
increasing share of Hong Kong's export (1.81% in 1970 to 3.88% in
1977). Central and South America is another potential market. In
1973, its share was 1.67%, but it went to 2.19% in 1977. The share
in Asia (except Japan) fluctuated and maintained an average of 8%.
The same occured in Africa, its share fluctuated around 4.25%.
Considering the absolute growth of exports to individual
1 T. Geiger, Tales of Two City-States: The Development
Progress of Hong Kong and Singapore (Washington 1973), p. 71.
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country, the average annual growth of exports to U.S. from 1969-
1977 was 25.75%, to Western Europe was 29.01%, and to United Kingdom
was 13.39%. But for developing countries, the growth rates were
relatively higher: Central and South America was 27.16% Middle
East was tremendous, 72.43% Africa, 32.73% Asia, excluding Japan,
still maintained an average growth rate of 23.64%. (Table 3.10)
The above results show clearly that Hong Kong has demonstrated
a progress in exploring new market since the late 1960's. This is
revealed from the increasing importance of other western industrial
countries and other developing countries in her export markets.
In later chapters we shall explain more fully on the characteristics
of the market duality nature of Hong Kong since the late 1960's.
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TABLE 3.9
PERCENTAGE OF DOMESTIC EXPORTS TO DIFFERENT COUNTRIES
Countries 1970 1972 1973 1974 1975 1976 1977
1. North America 45.19 43.46 37.67 35.10 35.47 38.71 42.06
U.S. 42.03 40.17 35.04 32.39 32.08 34.43 38.71
Canada 3.1 3.28 2.62 2.70 3.39 4.27 3.34
2. Western Europe 28.96 33.43 34.56 33.85 36.40 35.27 31.03
Sweden 1.96 1.66 1.66 1.69 2.06 2.18 1.71
Switzerland 0.95 1.07 1.36 1.55 1.79 2.03 1.63
West Germany 7.97 10.00 9.76 10.67 12.51 12.24 10.48
Netherlands 1.75 1.93 2.11 2.19 2.17 2.31 2.17
France 0.39 0.65 0.75 0.81 0.88 1.13 1.34
Italy 0.85 0.79 0.96 1.00 0.74 0.98 1.07
United Kingdom 11.99 14.39 14.45 12.08 12.15 10.07 8.67
3. Soviet Union and East Europe 0.05 0.07 0.17 0.21 0.27 0.35 0.32
4. Central South America 2.33 2.16 1.67 1.86 1.66 1.63 2.19
5. Middle East 1.81 1.88 2.27 2.74 3.43 3.60 3.88
6. Asia 12.41 10.57 14.36 13.83 11.57 11.08 11.71
Japan 3.98 3.15 5.46 4.63 4.18 4.29 3.95
Asia (except Japan) 8.43 7.42 8.88 9.20 7.38 6.79 7.75
7. Africa 4.39 3.85 3.52 4.55 5.18 3.95 4.25
8. Australasia Oceania 4.77 4.51 5.68 7.79 5.94 5.32 4.49
Australia 2.90 2.92 3.95 5.66 4.52 4.19 3.56
Australasia (except Australia) 1.87 1.59 1.73 2.12 1.42 1.13 0.93





Countries 1969 1971 1973 1975 1977 Average
Annual Growth 1969-1977%
1. North America 4781 6192 7337 8109 14723 25.99
U.S. 4428 5708 6825 7334 13552 25.75
Canada 352 484 512 775 1171 29.08
2. Western Europe 3116 4216 6731 8322 10864 31.08
Sweden 208 195 324 471 600 23.56
Switzerland 98 132 266 410 572 60.45
F.R. of Germany 765 1128 1902 2860 3669 47.45
Netherlands 166 250 411 496 763 44.95
France 47 72 146 203 472 113.04
Italy 71 102 187 171 377 53.87
United Kingdom 1465 1946 2814 2778 3035 13.39
3. Soviet Union and East Europe 8 4 35 62 113
4. Central and South America 242 308 326 381 768 27.16
5. Middle East 200 238 444 786 1359 72.43
6. Asia 1274 1561 2798 2645 4101 27.73
Japan 335 484 1065 956 1386 39.22
Asia (except Japan) 939 1077 1733 1689 2715 23.64
7. Africa 412 562 686 1186 1491 32.73
8. Australasia Oceania 481 662 1108 1359 1575 28.43
Australia 286 402 771 1034 1247 42.00
Australasia(except Australia) 195 260 337 325 328 8.52
Total Merchandise 10518 13750 19474 22859 35004
Source: Hong Kong Review of Oversea Trade Statistics, several volumes.
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Fig. 3.3 The Pattern of Change of Shares in Hong Kong's
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CHAPTER 4
THE EXPORT PERFORMANCE OF HONG KONG AND THE
PRODUCT LIFE CYCLE THEORY
In chapter 3, we have shown that Hong Kong's exports have
undergone a substantial structural change since the 1960's. Her
exports have been shifting towards higher quality and more sophisti-
cated products.
In this chapter, we want to see whether the pattern of trade
is consistent with that proposed by the product life cycle theory.
The first part of this chapter will discuss the phenomenon of
intraindustry trade in Hong Kong and its relationship with the
product life cycle model. A simple measure of trade flow is employed
to examine the product life cycle trade pattern in Hong Kong. In
the second part of this chapter, a model put forward by Hollis B.
Chenery is made us of to analyse the exports of Hong Kong.
A. Intraindustry Trade in Hong Kong
Empirical analysis in commodity trade has revealed the
existence of two types of specialization in international trade:
the interindustry and intraindustry trade.
The traditional trade theory postulates that the exportable
goods is the product of one industry and the importable good is the
product of another industry. No country exports and imports the
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same product at the same time. This is known as interindustry
specialization. On the other hand, intraindustry trade is charac-
terized by the exchange of products from the same industry. The
existence of intraindustry trade is explained below:
In economic analysis, such as the Heckscher Ohlin model,
industry is considered as an agglomeration of firms which produce
a perfectly homogeneous commodity. This gives difficulties in the
empirical economic studies, since if we do not group goods of
similiar nature together, there would be an infinite number of goods.
So all published data group goods according to certain classifica-
tion criteria.
In the case of Hong Kong, using trading commodities as an
example, imports and exports are classified according to the Hong
Kong Imports and Exports Classification List (HKIEC). There are
4 levels of aggregation. The groupings at 1-, 2-, and 3-digit
levels correspond to the Standard International Trade Classification
(SITC). The 6-digit level is determined by referring to Hong Kong's
particular conditions.
We have 183 3-digit commodity groups which in turn are classi-
fied into 2274 6-digit commodity items. At the 3-digit level, due
to the aggregation problem, we should expect there will be both
export and import within the same commodity group simultaneously,
i.e., the occurence of intraindustry trade. However, one must bear
1 Paul Luey, "Interindustry specialization in International
Trade: The Hong Kong Case", H.K. Economic Paper, 1977, April,
p. 20.
64
in mind that under the 3-digit level, the "goods" are not homo-
geneous though the goods within the same category are of similiar
nature but are different in the level of technical knowhow. This
problem exists even when we come to the higher level of disaggre-
gation, the 6-digit level.
Paul Luey1 has conducted a study to examine the extent of
interindustry and intraindustry trade in Hong Kong. He made use
of the methodology suggested by Grubel and Lloyd. 2
Since Hong Kong, a labour abundance country, is generally
considered as a competitive economy, these seems to be a strong
possibility that Hong Kong's pattern of specialization in trade
will conform with that characterized in the traditional static trade
theory, i.e., a high level of interindustry trade. But the results
of Paul Luey indicate that the interindustry specialization in
manufactures is not as high as anticipated. He wrote,
"The level is also moderate for the trade in
manufactured products with the rest of the world,
however, high interindustry specialization is
observed for the trade in non-manufactures with
all countries.... The manufacturing industry
also have a large number of cases of unexpectedly
low levels of interindustry trade ......3"
1 Paul Luey, "Intraindustry Trade Levels: Hong Kong and the
Rest of the World", Hong Kong Economic Paper, 1978.
"Interindustry Specialization in International
Trade: The Hong Kong Case, Hong Kong Economic Paper, April 1977.
2 Grubel, H.G. and P.J. Lloyd, "Intra-industry Trade", Macmillian,
1975, London.
3 Paul Luey, "Interindustry Specialization in International
Trade: The Hong Kong Case", Hong Kong Economic Paper, April 1977,
p. 32.
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Also, he found that "intraindustry trade is more important
in the trade in manufactured goods than in non-manufactured goods."1
Paul Luey suggested that the assumption of homogenity under-
lining the Heckscher Ohlin model has to be considered.2 Actually
the existence of high level of intraindustry trade in the manu-
factures signals the applicability of the product life cycle theory
in Hong Kong.
Before establishing the relationship between intraindustry
trade and the product life cycle model, we make a review on the
direction of trade under the product life cycle hypothesis. A
modification to the diagram put forward by Vernon3 is made and is
shown in Fig. 4.la-c, with the different stages of the product life
cycle as discussed in chapter 2 summarized. An adjustment is made
on the role of the middle country, where it may become a net
importer again as shown in Fig. 4.1b.
Fig 4.1 a-c shows that as the product becomes mature, import
substitution will begin in the middle country and the developing
countries, though both remains to be a net importer. In the later
phase of the product life cycle, export expansion becomes signifi-
cant, and the middle country becomes a net exporter of the product.
But in the last stage of the product life cycle, the export of the
1 Paul Luey, "Intraindustry Trade Levels: Hong Kong and the
Rest of the World", Hong Kong. Economic Paper, 1978, p. 72.
L Ibid., p. 74.
3 Raymond Vernon, "International Investment and International
Trade in the product Cycle", Quarterly Journal of Economics, May
1966, p. 199.
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Fig. 4.1 Stages of Product Development





















product in the middle country may drop, because of the competitive
pressure from the developing country, and it may become a net
importer again (Beyond t3 in Fig. 4.1b).
The developing country shows a pattern similiar to the middle
country, except that it only becomes net exporter at the later
stage of the cycle when the product is highly standardized.
Hufbauer1 analysed the product differentiation of 24 countries
in 1965. Out of the 24 countries, only the exports of South Korea,
Pakistan and India were more standardized than Hong Kong in 1965.
This supports that in 1965, Hong Kong was not one of the advanced
economies which produced new products hence we should not expect
Hong Kong's trade pattern to exhibit a pattern like that of Fig. 4.1a.
What we should expect is a pattern similiar to those of Fig. 4.1b
or Fig. 4.1c.
In other words, the change in the direction of trade in Hong
Kong would be: first a net importer, then a net exporter. If Hong
Kong exhibits the pattern of the middle country, it may become net
importer again for certain products in the later stage. Hence, in
the analysis following, emphasis will be placed on the analysis of
change in the direction of commodity flows.
Louis T. Wells has expalined that the emergence of intraindustry
trade was due to the existence of different models of a product.2
1 Hufbauer G.C., "The Impact of National Characteristics and
Technology on the Commodity Composition of Trade in Manufactured
Goods" in Vernon ed. The Technology Factor in International Trade,
New York, Columbia Press, 1970.
2 Louis T. Wells, "International Trade: The Product Life Cycle
Approach" in Louis T. Wells ed. The Product Life Cycle and Interna-
tional Trade, 1972, p. 17.
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And Grubel and Lloyd applied the product life cycle theory to
explain this phenomenon as follows.1 Assume product X 1 is one of
the many close substitutes making up a given 3-digit SITC, say X,
industry's spectrum of products differentiated by quality and
style. Suppose Hong Kong imports a certain category of the differ-
entiated goods in the spectrum of X. say X1. According to the pro-
duct life cycle hypothesis, as time lapses, domestic firms will
start to produce some items of X1 which require relatively low
technical knowledge, and at some later stages, begin to export them.
Thus Hong Kong exports and imports X simultaneously, though actually
her exports and imports are the goods of different technologies.
And the trade statistics will show the existence of intraindustry
trade. This offers a possible explanation to the result of Paul
Luey's research on the importance of intraindustry trade in Hong
Kong.
The above explanation suggests that we should expect intra-
industry trade to increase over time as the technology level of Hong
Kong improves. In the following section we go one step further from
Paul Luey. The export pattern of Hong Kong will be studied to see
whether it is consistent with the product life cycle hypothesis.
Our methodology is to develop some indices which can measure the
magnitude and direction of change in intraindustry trade in Hong
Kong, and see if it yields results conformable with the characteris-
tics of a middle (developing) country in the product life cycle
1 Grubel, H.G. and Lloyd, P.J., "Intra-industry Trade", Mac-
millan, London, 1974, p. 110.
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theory, i.e., first a net importer, than a net exporter.
B. A Simple Measure on the Product Life Cycle Trade Pattern
A number of statistical measures have been adopted for the
analysis of different but analogous problems.1 In our analysis,
the simple measure devised by Verdoorn is employed. 2 Verdoorn
measured the strength of inter- and intra industry specialization
by computing, for all industries at the 3-digit level, the ratio
Vi:
Xi and Mi were Dutch exports to, and imports from Belgium
1
(i) The more significant measure on intraindustry trade is
devised by Grubel, H.G. and Lloyd, P.J., in Intra Industry Trade,
1975, p. 20. The index for measuring the level of intraindustry
trade (Bi) are as follows:
where Xi and Mi are export and import of product i.
When Bi= 100, it implies the amount of export and import
are equal, i.e., complete intraindustry trade.
For the other measures, see for example: Kojima, K., "The
Pattern of International Trade among Advanced Countries," Hitotsubashi
Journal of Economics, Vol. 5, 1964, p. 16-36, and Balassa, B., "Tariff
Reductions and Trade in Manufactures among the Industrial Countries"
American Economic Review, 1966, p. 466-473.
(ii) Li, Kam Chuen made a modification to the measure devised
by Grubel and Lloyd to study the product life cycle trade pattern
between Taiwan and Japan, An Analysis of Bilateral Trade flows
between Taiwan and Japan in the Light of Product Life Cycle Approach.
Unpublished M.Phil. Thesis, C.U.H.K., 1978.
2 Verdoorn,P.J., "The Intra-Bloc Trade of Benelux" in E.A.G.
Robinson (ed.) Economic Consequences of the Size of Nations, p. 311,
1960. Macmillian Press Ltd., London.
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Luxembourg for industry i. The ratio lies between 0 and co. If
the ratio for a given industry over time moves towards unity, then,
intraindustry specialization is considered to have taken place. If
the ratio over time diverges from unity, then interindustry speciali-
zation takes place. Hence the change of V i indicates the change of
intraindustry trade both in magnitude and direction.
But at the same time, we can also put forward the argument in
the context of the product life cycle theory. When Vi lies between
0 and 1, the country under study can be assumed to be a net importer
of the product i. If V. lies between 1 and oo, then the country is
a net exporter.
Thus for the case of Hong Kong, we should expect V. to lie
between 0 and 1 at the beginning. When Hong Kong has acquired the
necessary production technology, it will be able to change her
trade position from a net importer to a net exporter, and V i will
have a value between 1 and co. Since normally, both exports and
imports increase over time, an increase in value of V i indicates
two phenomena: (a) The increase in intraindustry trade, (b) An
increase in export relative to import.
In the analysis below, we shall make use of the change in
the value of V. i over time as an indicator to test if Hong Kong's
trade pattern is consistent with the product life cycle theory in
Hong Kong.1
1 Lau, Fok Bong has adopted a similiar measure to analyse the
product life cycle phenomenon in Taiwan in "The Adaptibility of
Product Life Cycle in Taiwan", Taiwan Bank Quarterly Review, 1977.
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Using this measure, the data on domestic exports and imports
for final use at home are required. But Hong Kong has a large
amount of re-export trade. Fortunately, domestic exports and re-
exports have been recorded separately in the Hong Kong Trade
Statistics since 1959. But the imports for final use and re-exports
are recorded together as total import. In order to obtain the
retained imports for home consumption, we have to subtract the re-
export value from the total import value for each commodity group:
where M= Retained import of product i
Ii = Total import of product i
Ri = Re-export of product i
But the value of retained imports is understated, since
the methods of measuring imports and re-exports are different.
Domestic exports and re-exports are valued at f.o.b. (free on board),
while imports are at c.i.f. (cost, insurance and freight). Generally
the f.o.b. re-export price is higher than the original c.i.f.
import price by an re-export profit margin. Hence the real retained
import value should be higher than the estimated one. Thus the
value of Vi is overstated except in the trivial case when Xi= 0.
However, since only a small proportion of manufactures imported
is re-exported, and the profit margin only account for a small
part of the price, the biasness is not serious.
Our analysis below will concentrate on the SITC sections 5 to
8 which comprise the manufacturing industries. Due to the limitations
of data, the period studied starts from 1959. Since Hong Kong started
M = I - R
i i i
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her industrialization in the late 1950's, it is believed that a
time series study since 1959 or early 1960's can reflect sufficiently
her general pattern of trade flow.
In order to get a full picture on the change of trade flow
in Hong Kong, the results of the computed trade level indices (Vi)
on the 1-, 2- and 3-digit level SITC are presented. As explained
above, an increase in V. indicates an increase in intraindustry
trade and an improvement of export over import. It is expected
that V. would increase over time.
B.1 The 1 2-digit level indices
Since the 1- and 2-digit level are highly aggregative, it may
not give a clear picture of the trade position in Hong Kong. How-
ever, as a kind of over view of Hong Kong export structure, it is
briefly discussed below. A more detailed analysis is given under
the 3-digit level of disaggregation.
Table 4.1 presents the computed indices (Vi, in percentage)
on the 1-digit level. It is observed that among all the traded
manufactures, section 8 (the miscellaneous manufactured goods) has
always been a net exporter and has been a growing exporter. Section
7 (the machinery and transportation commodities) was a net importer,
but has been decreasing. Its trade level increased from 20.2% in
1959 to 73.0% in 1977. Section 5 (Chemicals) and 6 (manufactured
goods classified by material) remained as a relatively stable net
importer. Section 5(Chemicals) is a highly capital and technological
intensive sector. It is believed that presently Hong Kong is not
that highly developed to be competitive in this sector. Section 6
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TABLE 4.1
TRADE LEVEL INDICES AT 1-DIGIT LEVEL SITC
SITC
Industry 1959 1962 1965 1967 1970 1972Code 1974 1977
5 Chemicals 16.9% 14.4% 12.6% 11.4% 11.2% 12.1% 10.2% 12.5




7 Machinery & 20.2 23.4 31.1 55.8 55.5 62.4 78.6 73.0
Transport
Equipment
8 Miscellaneous 474.44 459.7 491.5 506.8 481.2 504.8 548.7 515.5
Manufactures
Source: Computed from Hong Kong Trade Statistics several years volumes.
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(manufactured goods classified by material) includes the resource
based goods and traditional labour intensive manufactures such as
iron and steel, non-metallic mineral, textile etc.,exhibits a
relatively stable value of Vi (around 40-50%), indicating little
improvement in the competitive strength in this sector.
Table 4.2 shows the values of Vi at 2-digit level. In 1977, it is
found that import still exceed export by a high margin (V,25%) for
i
a lot of items. This includes sections 51 (chemical elements),
53 (cloring materials), 54 (medicinal products), 58 (plastic material),
59 (chemical materials), 61 (leather), 62 (rubber), 63 (wood),
64 (paper), 66 (non-metallic mineral), 67 (iron and steel), 68
(non-ferrous metal), 71 (non electrical machinery) and 73 (transport
equipment), among which Sections 58, 61, 62, 64, 66, 68 and 71 are
observed to have an impressive increase in trade level over time.
Among all the net importers, some goods occupied a higher trade
level index (V. 40%). This includes Section 55 and 65. Section
65 (textile) is the traditional leading industry, it is observed
that its trade level fell from the peak level of 83.7% in 1967 to
49.5% in 1977. Section 55 includes essential oils and perfume
materials, toilet, polishing and cleansing preparation. These are
relatively new products in Hong Kong. A gradual increase of Vi
is seen, from 19.1% in 1959 to 41.4% in 1977.
On the other hand, Hong Kong has been a continuous net exporter
in the following sections: Sections 69 (manufactures of metal),
81 (Sanitary lighting), 82 (furniture), 85 (footwear), 83 (travel
goods), 84 (clothing) and 89 (miscellaneous). These items are
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TABLE 4.2
THE TRADE LEVEL INDICES AT 2-DIGIT LEVEL SITC
SITC
Industry 1959 1962 1965 1967 1970 1972 1974 1977Code
51 Chemical elements 6.2 6.5 3.6 2.1 2.3 1.8 2.1 2.6
52 Mineral tar
53 Coloring Materials 65.2 49.3 46.0 29.4 19.7 19.1 12.8 17.8
54 Medicinal Products 37.1 34.9 59.8 89.8 52.2 46.3 33.1 25.3
55 Essential Oils 19.1 12.2 12.6 10.6 26.2 36.5 35.1 41.4
56 Fertilizers
57 Explories 96.9 71.9 76.5
58 Plastic Material 0.2 2.9 2.7 3.2 2.9 2.3 2.3 5.4
59 Chemical Material 17.4 14.4 9.4 8.1 5.4 6.5 12.0 6.3
61 Leather 4.9 4.5 21.1 16.2 7.8 7.4 6.6 7.2
62 Rubber 8.9 5.8 4.4 8.1 8.9 9.1 15.1 15.0
63 Wood 29.3 30.1 26.2 27.1 30.7 27.3 20.2 12.8
64 Paper 6.9 8.4 4.2 4.0 4.2 4.0 5.8 8.6
65 extile 56.9 69.6 78.7 83.7 48.6 51.0 75.1 49.5
66 Non-metallic Mineral 8.4 8.5 10.1 16.8 18.1 20.7 14.8 11.6
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TABLE 4.2 (Cont.)
SITC Industry 1959 1962 1965 1967 1970 1972 1974 1977Code
67 Iron & steel 11.6 12.2 12.2 23.9 11.9 3.7 9.7 1.3
68 Nonferrous Metals 5.9 10.7 11.8 12.7 11.2 7.1 12.4 14.5
69 Manufactures of Metal 266.9 187.9 156.1 217.0 190.8 158.4 194.2 190.9
71 Nonelectrical Mach. 5.7 6.5 6.2 10.8 11.2 9.9 22,9 19.6
72 Electrical Mach. 26.5 47.6 60.2 82.0 92.2 104.9 116.4 121.8
73 Transport Equip. 36.0 17.2 12.7 30.0 17.8 12.0 13.4 4.1
81 Sanitary, lighting 577.3 335.9 373.0 643.0 434.3 392.2 431.4 404.2
82 Furniture 732.0 815.8 224.6 322.8 246.9 142.5 166.0 172.8
83 Travel Goods 610.0 680.3 415.3 586.9 602.5 774.4 672.3 664.5
84 Clothing 1607.2 1296.9 933.2 1735.8 1930.5 1591.9 2743.6 2156.3
85 Footwear 1193.0 636.5 366.2 707.8 633.4 453.7 393.7 299.2
86 Professional 12.9 15.7 20.6 29.2 31.5 42.8 64.5 105.5
89 Miscellaneous 319.2 433.1 605.9 435.7 455.2 449.9 474.8 419.4
Source: Computed from Hong Kong Trade Statistics, several years volume.
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generally labour intensive in nature. But out of these 7 sections,
sections 82 and 85 showed a decline in trade level. And sections
83, 84 and 89 made an improvement in the trade level. This shows
that Hong Kong has lost her competitive strength in the traditional
labour intensive products such as sections 82 (furniture) and 85
(footwear). The improvement of trade level in sections 83 (travel
goods), 84 (clothing) and 89 (miscellaneous) suggests that quality
improvement must have been occured in these labour intensive products.
This phenomenon will be further discussed when we come to the
3-digit level.
An interesting phenomenon occurs in sections 72 (electrical
machinery) and 86 (professional). These sections are characterized
as capital and/or skill intensive. Although Hong Kong started her
industrialization in the late 1950's, these two industries occupied
a relatively small share in the early 1960's. The success in local
production and export expansion in these two sections has changed
their trade position from a net importer to a net exporter. For
section 72, V. i was 26.5% in 1959 and increased to 121.8% in 1977,
and for section 86, it increased from 12.9% in 1959 to 105.5% in
1977. (Fig. 4.2a-b).
These outcomes highlight the phenomenon described by the
product life cycle. As the economy progresses, its production will
shift to high quality and skill intensive commodities. In some
highly technological new industries such as electrical machinery,
Hong Kong is able to acquire the technological requirements through
learning and doing, and then to produce and export the commodities
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Fig. 4.2 The Trade Patterns of Selected Industries
(at SITC 2-digit level)
(a) 72: Electrical machinery apparatus
and applicances
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The 1- and 2-digit level survey give us a picture that generally
there is an improvement of trade level, and significant increases
in trade level are found in the sections which are characterized
as more skill intensive. But for some of the traditional labour
intensive products which Hong Kong has the comparative advantage,
their trade levels are found to decrease.
B.2 The 3-digit level analysis on product life cycle
trade pattern
The former study at the 1- and 2-digit levels only gives us
a general picutre of the changes in the trade positions of res-
pective manufacturing industries. But only at a higher level of
disaggregation can we see a clearer picture of the product life
cycle trade pattern. Table 4.3 shows the trade level indices (Vi)
of 99 product groups at the 3-digit level SITC of sections 5-8 for
respective years.
Before going into deeper analysis at the 3-digit level,
we have to stress once again the Seev Hirsch's method of classi-
fication on the characteristics of the products.' It provides a
satisfactory framework for us to analyse the product life cycle
phenomenon. He classified the universe of traded goods into three
groups. (1) Ricardo goods, (2) Heckscher-Ohlin goods and (3) Product
cycle goods. For Ricardo goods the comparative advantage is largely
1 Seev Hirsch, "Hypotheses Regarding Trade Between Developing
and Industrial Countries" in Herbert Giersch ed., TI7e International
Division of Labour, Problems and Perspectives, p. 65.
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determined by the natural endowment of the country. The charac-
teristics of Heckscher-Ohlin goods are an identical production
function where technology are universally available, and the
absence of economies of scale. The comparative advantage then
depends only on the relative factor endownments of the different
countries. The product cycle goods may be either new goods or
mature goods. The former involves intensive use of skilled man-
power, and the technology may not be universally available, whose
availability determines whether manufacture can or cannot take place.
The mature goods have the characteristics of Heckscher-Ohlin goods.
They may be labour intensive or capital intensive however, comparing
with new products, their skill requirements are low.
The less developed countries are expected to possess compara-
tive advantage in the mature labour intensive products, whereas the
more developed countries possess comparative advantage in the
capital intensive mature products and/or new products.
Furthermore, Seev Hirsch has make a detailed classification
according to the nature of the products. Different groups of pro-
ducts were distinguished on the basis of capital, labour and skill
intensities used in their manufacture. The factor intensities are
represented by capital per man and skill ratio, and he employed the
data on U. S. industries which were compiled by Hufbauer.1 Hufbauer
1 G.C. Hufbauer, "The Impact of National Characteristics and
Technology on the Commodity Composition of Trade in Manufactured




TRADE LEVEL INDICES AT 3-DIGIT LEVEL SITC
SITC Code 1964 1970 1973 1977
512 5.5 3.83 3.47 4.45
513 0.08 0.32 0.22 1.01
514 1.59 1.1 1.19 0.38
531 0 0 0 0.60
532 0 0 0 0
533 86.69 68 50.27 40.45
541 49.61 52.2 33.94 25.27
551 562.22 221.23 215.49 167.97
553 18.13 13.61 14.19 27.66
554 0.87 1.65 32.18 9.55
561 0 0 0 0
571 82.25 0 0.94 1.43
581 1.65 2.88 1.81 5.33
599 6.18 5.4 7.77 6.27
611 2.0 2.1 1.86 1.33
612 87.57 342.35 354.0 194.5
613 0 0.21 4.03 2.05
621 2.49 7.47 11.55 8.16
629 4.42 10.5 13.33 20.15
631 17.33 0.27 0 0.14
632 76.44 168.92 72.79 76.62
633 4.78 1.79 6.79 24.01
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TABLE 4.3 (Cont.)
SITC Code 1964 1970 1973 1977
641 0.85 0.70 0.40 0.21
642 26.01 25.07 24.34 41.13
651 37.11 16.38 31.64 25.15
652 116.33 240.33 172.23 128.75
653 5.4 10.7 35.33 22.25
654 24.54 18.12 32.91 23.65
655 24.61 10.26 13.91 21.27
656 143.83 526.62 264.63 252.66
657 352.33 101.17 110.8 45.54
661 0.83 2.66 0.92 0.01
662 0.67 3.92 0.70 1.23
663 2.81 3.09 4.9 3.78
664 1.15 0.82 0.38 4.66
665 43.85 57.67 86.7694.94
666 19.93 26.11 22.56 34.44
667 30.68 19.73 21.48 11.22
671 0 0 0 0
672 0 0 0 0
673 20.60 28.41 22.91 2.93
674 0 0 0 0
675 0• 0 0 0.01
676 0 0 0 0
677 0.06 0.74 1.71 1.07
678 0.64 5.63 0.78 0.81
83
TABLE 4.3 (Cont.)
1964SITC Code 1970 1973 1977
679 1.5 29.49 141.21 0.32
681 0 0 0 0
682 0.29 1.02 5.94 0.74
683 0 0 0 0
684 22.4 29.15 32.65 42.90
685 0 0 0 3.82
686 1.31 0 0 0
687 3.93 57.98 9.05 10.67
689 0 0 0 0
691 13.55 55.98 12.37 21.48
692 179.98 42.17 49.13 41.04
693 18.88 10.38 1.09 4.75
694 62.83 108.29 128.0 122.4
695 23.84 45.8 61.7 132.5
696 119.2 353.14 295.24 433.88
697 775.67 691.58 596.53 808.57
698 141.81 200.34 213.87 241.93
711 0.14 0.05 0 13.03
712 0 0 0 0
714 0.31 25.59 63.0 131.15
715 16.03 28.79 28.64 12.49
717 5.72 5.22 11.97 9.24
718 2.79 3.10 3.07 1.59
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TABLE 4.3 (Cont.)
SITC Code 1964 1970 1973 1977
719 9.16 16.81 15.38 11.98
722 3.09 6.18 7.42 19.58
723 0.68 0.73 3.12 6.51
724 62.14 127.69 171.0 254.14
725 29.84 25.43 66.8 177.67
726 0 0 0 0.22
729 105.23 114.05 106.27 83.64
731 0 0 0 0
732 0 0 0.02 0.29
733 1.89 0.57 0.78 24.39
734 0 0 0 0
735 91.78 23.06 108.2 23.34
812 373.75 434.31 344.67 403.78
821 265.1 246.84 149.87 172.09
831 384.42 602.47 636.90 659.96
841 1026.49 1950.75 1750.49 2171.00
842 38.5 127.72 487.6 1554.90
851 441.67 636.04 314.89 299.79
861 25.17 37.30 61.75 91.38
862 5.95 0.10 1.52 0.74
863 127.61 506.36
864 4.07 30.9 47.4 116.85
891 1.96 0.94 38.6 99.8
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TABLE 4.3 (Cont.)
1964SITC Code 1970 1973 1977
892 235.72 374.77 461.93 412.7
893 189.2 372.43 371.79 340.10
894 1653.35 1640.6 1514.51 1373.3
895 12.47 9.75 16.46 31.42
896 1551.4 753.55
897 336.73 76.65 316.71 401.13
899 957.75 1086.05 418.54 290.09




CLASSIFICATION OF INDUSTRY BY CAPITAL AND SKILL INTENSITIES
SITC Capitala SkillbIndustry Item
Code Intensity Level
1 5
High High73 Transport Equipment





3 62, 64 Rubber, Paper, Nonmetallic
66, 67 Mineral, Iron & Steel High Low
81, 68. Sanitary
4 69, 71, Engineering Products
Low High72, 86. & Instruments
Note: A. a. Capital intensity:
(i) Low, when capital per employee is less than U.S.$9000
of 1963 vintage;
(ii) High, when capital per employee is equal to or
greater than U.S.$9000.
b. Skill Level:
(i) High, when the share of skilled employee equals to or
is more than 9%;
(ii) Low, when it is less than 9%.
B. Source: 1. G.C. Hufbauer, "The Impact of National Characteristic
and Technology" in The Technology Factor in Inter-
national Trade, ed. by Raymond Vernon, 1970.
2. Seev Hirsch, "Hypotheses Regarding Trade Between
Developing and Industrial Countries" in Herbert
Giersch ed. The International Division of Labour.
Problems and Perspectives, 1974.
Chemical
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argued that the characteristics of the products are universal
and are not subject to "factor reversals". Hence Seev Hirsch
assumed that the characteristics of the products do not vary
between countries. Following Hirsch's methodology, we construct a
table which is based mainly on Hirsch's criteria such that a general
description on the characteristics of the product groups is shown
(Table 4.4). Since the data describe the industries of U.S., hence
Table 4.4. at best gives us a general description of the nature of
the products only.1 In the analysis below, we shall make use of
the information from Table 4.4 to help us to study the trade pattern
of Hong Kong's manufactures.
From Table 4.3 it is observed that 14 product groups depend
totally on imports. These include the product groups 532 (dyeing
and tanning), 561 (fertilizer), 671 (pig iron), 672 (ingots), 674
(iron or steel sheets), 675 (strips of iron & steel), 676 (iron &
steel railway material), 681 (silver platinum), 683 (nickel), 686
(zinc), 689 (uranium), 712 (agricultural machinery), 731 (railway
vehicle) and 734 (aircraft). These industries occupy a value of Vi
equal to zero or nearly zero over time. This can probably be
explained by using Hirsch's classification of world traded commodi-
ties. Many of the above product groups appear to fit better the
definition of Ricardo goods than that of product cycle goods, since
1 In next chapter, we shall come to a more detail study on
the skill levels and capital intensities of Hong Kong's industries
But at this stage, a preliminary description on the nature of the
products is sufficient.
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the products contain a high proportion of raw materials such as
iron and steel, nickel, zinc and uranium etc. where availability of
these raw materials determines the location of comparative advantage
in their manufactures and Hong Kong is surely lack of such resources.
Hence we would not expect to observe a significant trade pattern of
product life cycle in these product groups. Also, we found that some
of the highly technological advanced and/or capital intensive
product groups, 712, 731, 532, 561, 734 etc. are included in the
above category. This suggests that Hong Kong has not been so
developed as to attain the comparative advantage of exporting these
products.
A heavy dependence on imports also occurs in a number of other
product groups. There are 35 product groups which possess a trade
level index (Vi) in the range 0 V. 20% in 1977. These include
product groups 512, 513, 514, 531, 554, 571, 611, 613, 631, 641,
661, 662, 663, 664, 667, 677, 678, 682, 685, 687, 718, 726, 732,
862, 679, 581, 599, 621, 693, 711, 715, 717, 719, 722 and 723.
Consistent with the hypothesis of the product life cycle theory,
23 of them are observed to have experienced an increase in export
relative to import (V i) over time, though some of them are not very
significant. They include groups 513 (inorganic chemicals), 531
(synthetic inorganic), 613 (fur skins), 662 (clay construction),
663 (mineral manufactures), 664 (glass), 677 (iron and steel wire),
678 (tubes piple), 682 (copper), 685 (lead), 718 (machines for
special industries), 726 (radio apparatus) and 732 (road motor
vehicles) which had trade value indices (Vi) of less than 5% in 1977,
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and groups 554 (soups cleansing and polishing preparation), 581
(plastic materials), 621 (material of rubber), 687 (tin), 693
(wire products), 711 (power generating machinery), 717 (textile
and leather machinery), 719 (machinery & applicances), 722 (electric
power machinery), 723 (equipment for electricity) which had trade
level indices (Vi) in the range 5%<Vi<20%. But the interesting
thing is that out of the 13 product groups which show trade level
indices (Vi) in the range 5% V. 20%, 10 are found to demonstrate
a significant increase in export relative to import. These product
groups are generally characterized as relatively capital and/or
skill intensive (refer to Table 4.4). The relatively low trade
levels (V. i) of these industries may be due to the high technology
requirements and the improvement of export over import in these
product groups, reflecting that Hong Kong is starting to acquire
the comparative advantage in these new product groups. The direction
of change in the trade level in the above product groups, i.e., an
increase of Vi, is consistent with the hypothesis of product life
cycle model.
On the other hand, Hong Kong has been a continuous net exporter
(Vi>100%) in 17 product groups. These include product groups 551
(essential oil), 652 (cotton fabrics), 656 (textile made-up), 696
(cutlery), 697 (household equipment), 698 (manufacture of metal),
812 (sanitary), 821 (furniture), 831 (travel goods, hand bags), 841
(clothing), 851 (footwear), 863 (developed cinematographic), 892
(printed matter), 893 (plastic articles), 894 (toys), 896 (artwork,
film), and 899 (manuf. articles nes). These industries are generally
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labour intensive in nature. Among these industries some traditional
labour intensive mature products such as cotton and textile (656,652)
have not shown a significant improvement in trade level. For pro-
duct groups 851 (footwear), 894 (toys), 899 (manufacture of articles
nes) and 821 (furniture), a decline of trade level is observed.
These product groups possess the characteristics of Heckscher-Ohlin
goods which are labour intensive mature products in the product
life cycle. Hence it is expected that the comparative advantage of
Hong Kong in these mature products are losing to the follower country,
i. e., the other developing countries (refer to Fig. 4.1b). As for
groups 841 (clothing), 831 (travel goods, hand bags), 892 (printed
matter), 896 (art work) etc., which are generally regarded as
relatively new goods when compared with other mature products since
product design is crucial in their marketing and groups 696 (cut-
lery), 698 (manufactures of metal), 812 (sanitary) and 863 (developed
cinematographic), etc., which require relatively higher skill or
more capital, they all demonstrated a considerable improvement of
export over import. This suggests that Hong Kong is able to maintain
her comparative advantage in these relatively skill and/or capital
intensive products. The increase in V i is consistent with the
product life cycle hypothesis.
The most interesting phenomenon occurs in the following 14
product groups: Grousp 665 (glassware), 694 (nails, bolts), 695
(tools in hands or machines), 714 (office machines), 725 (domestic
electrical equipment), 724 (telecommunication apparatus), 864
(watches and clocks), 729 (other electrical machinery), 861 (scientific
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medical instruments), which are skill or/and capital intensive, and
the groups 612 (manufacture of leather), 632 (wood manufactures),
891 (musical instrument), 842 (fur clothing) and 897 (jewellery
goldsmith) which are all more sophisticated products. Except for.
the groups 729 and 897, they all had a relatively low trade level
(V i) in the early 1960's. However, their success through local
production and export expansion are so high that they have experience
the change in trade position from a net importer to a net exporter.
This direction of change in trade flow can best be explained by
the product life cycle model.
In order that a clearer product life cycle trade pattern
picture can be seen, a detailed time series on the trade levels of
these products are computed in Table 4.5, and the patterns of change
in these products are shown graphically in Fig. 4.3a to 4.3n.
The pattern of change depends on a number of factors, of
particular importance is the time required to learn the technical
knowhow. If the time required is short, then domestic production
and exports will increase at a high rate. It is observed that most
of these product groups change their trade position since the late
10.60's or early 1970's. As an example, group 714's (office machines)
pattern of change is shwon in Fig. 4.3f. It is observed that a
relatively short period of time is required in attaining the com-
parative advantage in exports. The product group 842 (fur clothing)
and 864 (watches and clocks) also show a rapid rate of attaining
the net exporter position (Fig. 4.3j, 4.31), whereas for other produc
groups, the rate of change is less speedy. The pattern of change in
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TABLE 4.5
TRADELEVELINDICES FORSELECTEDINDUSTRIESAT 3-DIGIT LEVEL
1965 19611966 1968 19711964 1969 1970 1972 1973 1975 1976SITC Code 1977
322.4 443.6 250.487.6% 343.1 340.0 262.4342.4 354.0 311.0612 352.4 199.4 194.5
83.63632 76.44 161.47 168.92 72.79 95.69 76.62
43.85 31.10 44.63665 57.67 86.7994.94 100.10
62.8 104.8 130.3 144.6 142.9 108.3 104.3 115.1 128.0 127.3694 98.8 122.8 122.4
61.723.523.8 22.6 39. 7 44.5 40.8 45.8 100.9695 66.1 132.559.3 126.7
0.3 0.3 0.3 0.2 0.2 25.6714 1.4 22.6 63.0 203.86.3 225.6 131.2
62.1 98.3 110.9 121.5 217.8724 90.4 90.9 127.7 171.0 242.6156.3 158.5 254.1
23.529.8 66.8 154.229.8 37.5 30.34 29.3 25.4 47.6725 31.9 148.0 177.7
105.23729 106.43 114.05 106.27 86.13 83.6499.19
1 777169.35 4.5 776.8 1058.0 144.5 487.6 2840.4 1771.6 1554.9842 38.5 46.4 59.7
25.17861 54.63 51.85 37.30 61.75 102.49 91.38
864 4.1 7.4 18.86 23.7 27.4 29.5 30.9 47.439.335.7 92.7 124.7 116.9
2.0 1.5 4.75891 1.5 6.70 0.4 0.9 38.6 74.55.2 16.2 100.096.5
897 241.27336.73 336.58 76.65 76.0 196.26 316.71 589.44 401.13
Source: Computedfrom Hong KongTrade Statistics, several years volumes.
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Fig. 4.3 A .Graphical Illustration of the
Commodities which Change in Trade
Position from a Net Importer to
a Net Exporter
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product groups 665 (glassware), 695 (tools in hands or machines),
724 (telecommunication apparatus), 725 (domestic electrical equip-
ment), 861 (sicentific medical instruments), 891 (musical instru-
ments), indicate that a relatively long period of time is required
in acquiring the technical knowledge in order to attain the compara-
tive advantage of exports in these product groups. (Fig. 4.3c, 4.3e,
4.3g, 4.3h, 4.3k and 4.3m respectively). The picture for group
612 (manufactures of leather), a labour intensive product, as shown
in Fig. 4.3a, indicates that despite the improvements attained in
the early 1960's, the product becomes so standardized that presently
Hong Kong gradually loses her competitiveness to the follower
country in the product cycle. This phenomenon is even more signi-
ficant in group 632 (wood manufactures, Fig. 4.3b), a relatively
mature labour intensive product. It gains its competitiveness in
the early 1970's but the product is so standardized that it is
subject to severe competition from less developed countries. And
Hong Kong becomes a net importer again in the mid 1970's. This
pattern of change is similiar to the role of the middle country as
illustrated in Fig. 4.1b.
Similiar problems occur in group 729 (other electrical machinery),
where its trade level (Vi) fluctuates gently around 100% and there
is a slight drop of trade level in mid 1970's (Fig. 4.3i).
Product group 897 (jwellery goldsmith) lost her competitive-
ness in the early 1970's, but improvement was made and it regained
its position to a net exporter in mid 1970's (Fig. 4.3n).
For the remaining 19 product groups, their trade levels in 1977 lie
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in the range [100%, 20%]. 10 of them are observed to exhibit an
improvement of export over import, though they have not been able
to move from a net importer to a net exporter position. They
include groups 642 (paper articles), 684 (aluminium), 553 (perfu-
mery), 629 (rubber articles), 666 (pottery), 633 (cork manufactures),
653 (textile fabric woven) and 895 (office and stationery supplies),
733 (road vehicles) and 691 (finished structural parts). A lot of
these product groups are characterized as capital and/or skill
intensive. While many of the products which show a decrease in trade
level (V i,) are relatively mature products such as groups 651 (textile
yarn and thread), 654 (small wares), 655 (special textile) and
657 (floor covering). The decreases in trade levels of these pro-
ducts may suggest once again that there is a high competitive pressure
from the follower countries.
To summarize, out of the 99 3-digit SITC product groups from
Sections 5-8, 14 can definitely be regarded as Ricardo goods or
highly capital and skill intensive products in which Hong Kong has
not been able to attain the comparative advantage. For the remaining
85 product groups, 58 are found to demonstrate an improvement in
export over import over time 27 show a declining trend. As discussed
previously, the declining trend of these product groups seems to
reflect the trade pattern of some labour intensive mature products
which Hong Kong has gradually lost her comparative advantage to the
follower country.
For the 58 product groups which show an improvement in export
over import, significant increases occur in those product groups
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which are characterized as technological advanced, and/or capital
intensive products, and 14 have experienced the change in trade
level from a net importer to a net exporter. Hence we can see
that the direction of change in these 85 product groups generally
resemble the pattern of trade flows hypothesised by the product
life cycle theory, i. e., from the net importer to the net exporter
position, and for some product groups, they become net importers
again, as illustrated in Fig. 4.1b (from t1 to t3).
From the above survey, we can reasonably draw the conclusion
that the product life cycle theory can explain the dynamic change
of trade flows of the manufactures in Hong Kong. With the rising
of labour cost, the traditional labour intensive industries have
been losing their competitiveness to the follower countries of the
product life cycle. But Hong Kong has been able to gain the
advantage in the higher quality products which require relatively
higher skill and capital inputs. This new direction on exports leads
to the structural change in domestic exports and production since
the late 1960's as discussed in Chapter 3.
C. A Model on the Pattern of Industrial Growth
As discussed previously, the product life cycle model postulates
that the middle country and the less developed country will import
the product in the beginning. As time lapses, the importing coun-
tries will produce the products or its substitutes locally. This
period is sometimes known as the stage of import substition. In the
latter phase of the cycle, these countries will attain the comparative
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advantage in exporting the product. This period is known as the
stage of 'export expansion'. In the case of a middle country, at
the end of the product life cycle, export expansion of the product
will slow doom again (refer to Fig. 4.1b).
Our former analysis has made use of the simple Verdoorn
measure to analyse the product life cycle trade pattern in Hong
Kong. In this section, a more comprehensive mathematical model in
studying a growing economy put forward by H.B. Chenery1 is employed
to analyse the export expansion effect and the import substitution
effect of the manufacturing industries in Hong Kong. We want to
see whether the direction of change in these effects over time are
consistent with the hypothesis of the product life cycle theory.
(1) The Model
We start with the following identify:
(1)
where Qi domestic production of product i
N = import of product i
D = domestic final use of product ii
E = export of product ii
W = use of product i by other producer (intermediatei
demand)
Following Chenery, we identify three factors causing indus-
trial growth:
1 Hollis B. Chenery, "Pattern of Industrial Growth", Sept.,
1960, American Economic Review.
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1. The substitution of domestic production for imports
2. Growth in final use of industrial products
3. Growth in intermediate demand
Let ui be the fraction of total supply of ith good that come
from imports, then
(2)
To ensure equality between demand and supply, domestic
economy must produce an amount Qi given by the following equation:
(3)
From equation (3), we can write
where j denotes the time period
Considering periods 0 and 1, we have
Therefore,
where




= The change in output due to(i)
import substitution.
(ii) (1 -u°)(D+AW)= The change in output due to increase
in domestic total demand (includes
final and intermediate demand).
(iii) (1- u°) (E)= The change in output due to export expansion.
The emergence of import substitution, as explained by Chenery,
is Changes in supply conditions, results from a change in relative
factor cost as income rises, cause a substitution of domestic
production for imports and, to a lesser extent, of factory goods
for handicraft goods and services."1
Recently, the methodology has been extended to account for
direct and indirect contributions of alternative sources to the indus-
trial growth.2 This involves the use of an input-putput table. But
only the 1962 input-output table is available in Hong Kong.3 Hence
we are unable to make use of this more refined approach.
The contribution of the components to actual industrial growth
can be expressed by dividing each term with Qi, the change in the
industry's output over the period.
As have been discussed above, from the hypothesis of the
1 H.B. Chenery, "Pattern of Industrial Growth", American
Economic Review, 1960, p. 644.
2
(i) Morley, S.A., and Smith, On the Measurement of Import
Substitution, AER 1970, Vol. 160.
(ii) Chenery, G.B., S. Shishido and T. Watanabe, "The Pattern
of Japanese Growth, 1914-1954", Econometric, Vol. 30, 1962 Jan.
3 Ronald Hsia, Henry Ho, Edwin Lin have constructed the I-0
table of 1962 in The Structure and Growth of the Hong Kong Economy,
1975.
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product life cycle theory, it is expected that the trade pattern
of Hong Kong corresponds to those of Fig. 4.1b or Fig. 4.1c, i.e.,
from a net importer to a net exporter position. Hence in the
analysis of respective industries below, as time lapses, we should
expect that there is a trend of increasing export expansion effect
and a trend of decreasing import substitution effect for respective
industries in Hong Kong.1
(2) Empirical Analysis
The sources of growth of 18 manufacturing industries in Inter-
national Standard Industrial Classification System (ISIC) on a
3-digit level are estimated using the above framework. Our analysis
covers the period from 1970 through 1976, since earlier production
statistics are not available. The relevant data for 1970, 1973 and
1976 are shown in Table 4.6. Since the period studies starts from
1970 only, the results may not give a complete picture of the
respective industries. But as mentioned previously, the structural
change of Hong Kong exports towards higher quality products occurs
markedly since the late 1960's. Our analysis from 1970 onwards can
still reflect the magnitude and direction of change in export
expansion and import substitution of these industries sufficiently.
The trade statistics are faily well documented in Hong Kong.
The source of data on imports, exports and re-exports comes from
1 Lau, Fok Bong has employed Chenery's model to study the
product life cycle trade in Taiwan in "The Adaptibility of Product
Life Cycle Model to Taiwan", Taiwan Bank Quarterly Review, 1977.
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TABLE 4.6
THE COMPONENTS OF DEMAND AND SUPPLY FOR RESPECTIVE INDUSTRIES
in 000HK$1970
M D+WET.S.Q
(TotalIndustryISIC (Total(Retained (Domestic Domestic(Export)Import) Production) Supply)Code
Demand
Food311/2 2872648 652201 3524849 230765 3294084
Beverage313 201495 164 919 6524 359890366414
Textiles321 3172992 3349499 6522491 1286259 5236232
Wearing Apparel322 4361504230301 5238005 11168025478306
323 Leatrier 95090 55326 888 89150416 61521
123777Footwear324 22037 128868 150905 27128
Wood Cork Products331 89493 238295 230316327788 97472
265270341 Paper Products 409547 674817 37632 637185
342 Printing Publishing 25738 410886 299289436622 137335
351/352 Chemicals 1096238 25576 1352005 119135 1232870
356 Plastic Products 488202 1761109 2249311 415822 1833484
36 Non Metallic 234092 118682 352774 34372 318402
98906337 Basic Metal 760258 336982 1097240 108177
381 225261Fabricated Metal 1083834 4762011309093 832894
1070347382 888365 181982Machinery 84607 985740
286531038 3 1512965135234.Electrical Machinery 1467102 1298208
385 866402 178677 104507 329699Professional Goods 715380
114011839 1713182Other Manufacturing 573064 875059 838123
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TABLE 4. 6 (Cont.)
1973
in 000HK$
ISIC Industry M T.S. E D+WQ
Food311/2 4609839 1005514 5615353 348913 5266440
313 Beverage 414683 254908 669591 12003 657588
321 Textiles 4540960 9111008 13651968 2363919 11288049
322 Wearing Apparel 318820 6827643 7146463 5150974 1995489
323 Leather 215791 155484 371275 206516 164759
324 Footwear 36943 153223 190166 113162 77004
331 Wood Cork Products 182371 339744 522115 88005 434110
341 Paper Products 648516 500986 1149502 80640 106886
342 rrinting rublisft ing 38500 884583 923083 441662 481421
351/352 Chemicals 1733515 462777 2196292 211384 1984908
356 Elastic Products 141110 2602376 2743486 62209q 2121391
36 Non Metallic 421922 237290 659212 60887 598325
37 Basic Metal 1090647 536530 1627177 124793 1502384
381 314102Fabricated Metal. 1856833 2170935 643167 1527768
382 Machinery 1198751 390878 1589629 222095 1367534
383 Electrical Machinery 2125147 3362215 5487362 2861059 262633
385 Professional Goods 436571982649 1419220 857047 562173
39 Other Manufacturing 17175161155043 3472559 508298 2964261
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TABLE 4. 6 (Cont.)
1976
in 000HK$
ISIC MIndustry D+WET. S.Q
Food311/2 7399762 1322913 8722675 609194 8113481
313 Beverage 503464 410510 90352410450913974
Textiles321 7060152 12613089 3075598 1659764319673241
32829322 Wearing Apparel 13463858 13971887 11066470 2725417
323 Leather 430475 202214 632589 349240 283349
Footwear324 39427 262106 301533 147037 154496
331 Wood Cork Products 251145 382677 633822 54328690536
341 Paper Products 906979 634575 1541554 131168 1410386
34 2 123157Printing Publishing 36966 6942901268823 574533
95I9579351/352 Chemicals 698217 3237796 267863 2969933
356 Plastic Products 1068365 3758533 4826898 858616 3968282
36 Non Metallic 611798 936283397 352 1009150 7286)
37 Basic Metal 1926108 715040 2641148 121238 2519910
381 Fabricated Metal 394237 3055979 3450216 2490237959979
382 Machinery 2163589 664218 2827 807 2168902658905
383 577 86Electrical Machinery 6586655 101785703591915 4398984
385 1807945 2221828Professional Goods 1428421 3236366 1014538
39 Other Manufacturing 2228673 7604621278575 3507248 2746786
Source: Computed from Hong Kong Trade Statistics 1970, 1973, 1976;
and the 1971 Census of Manufacturing Establishments,
1973 Census of Industrial Production,
1976 Census of Industry, published by
Census and Statistics Department of Hong Kong.
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the Hong Kong Trade Statistics in the year 1970, 1973 and 1976.
The data on the output of manufacturing industries for the
years listed above are based on the 1971 Census of Manufacturing
Establishments, the 1973 Census of Industrial Production and the
1976 Census of Industry published by the Census and Statistics
Department of Hong Kong. Due to the limitations of the 1971 Census
data, the sales and work done figures in 1970 are taken as the
gross output of 1970. For the year 1973 and 1976, the gross output
has been adjusted upward so as to take into consideration of the
output of nonoperating establishments. The nonoperating establish-
ments refer to factories which were found closed, or could not then
be traced during the census enumeration, but which were known to
have operated during the year 1973 and 197 6.
A general deficiency in our estimates arises from the fact that
our production statistics are recorded in the ISIC system which
is different from the trade statistics which are recorded in SITC
system. Though the task is tedious and difficult, efforts have been
made in transforming the corresponding trade statistics from the
SITC system towards the ISIC system. The basis of transformation is
presented in Appendix Table 4.1 which follows the "Classification
of Commodities by Industrial Origin" published by United Nations
in 1971.
In addition to the defects discussed above, the high level
of aggregation, at the 3-digit level ISIC, will give rise to the
problem of product differentiation in the same industry. Hence the
results of our estimate on the effects of different sources to
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industrial growth in Hong Kong should at best be treated as a fair
approximation.
The results of the respective contributions to the growth of
output for the periods 1970-1973 and 1973-1976 have been computed
and recorded in Table 4.7. A number of interesting results con-
sistent with the product life cycle hypothesis are observed.
First of all, we shall analyse the magnitude and direction
of the change in export expansion effect. The direction of change
in export expansion effect is in general agrees with the product
life cycle hypothesis. Out of the 18 industries studied, 12 show
an increase in export expansion effect in the 2nd period when
compared to the 1st period.
The more detailed analysis is as follows. In the 1970-1973
period, a period when Hong Kong has been diversifying her production
towards the more sophisticated products, it is observed that sections
322 (wearing apparel), 323 (leather), 342 (printing publishing),
383 (electrical machinery) and 385 (professional goods) have a
relatively high percentage of output growth accounted for by the
export expansion effect (greater than or around 30%). Whereas for
the 1973-1976 period, for the same industries, we observed that
sections 322, 323, 342 have shown a great increase of percentages
in export expansion effect, from 47.87%, 43.19% and 28.29% in the
1970-73 period to 85.16%, 127.9% and 69.71% in the 1973-76 period
respectively. For the other two industries, sections 383 and 385,
export expansion effect accounts for 30% of the industrial growth
in both periods, showing that these two capital and/or skill intensive
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TABLE 4.7
THE RELATIVE CONTRIBUTION OF TOTAL DEMAND, IMPORT SUBSTITUTION AND EXPORT
EXPANSION TO GROWTH IN OUTPUT OF SELECTED INDUSTRIES IN HONG KONG
(in percentage)
ISIC Industry
1970 - 1973 1973 - 1976
1 2 3 1 2 3
311/2 Food 103.27% 6.18% -95.3% 160.61% 14.69% -75.30%
313 Beverage 148.90 2.74 -51.63 60.17 -0.3 40.2
321 Textiles 53.93 9.60 36.46 101 13.56 -14.74
322 Wearing Apparel 53.28 47.87 -1.13 10.51 85.16 4.33
323 Leather 37.90 43.19 18.90 106.27 127.9 -134.18
324 Footwear 174.88 -37.22 -37.71 57.34 25.06 17.58
331 Wood Cork Products 146.04 -6.78 -39.27 165.47 3.83 -69.30
341 Paper Products 71.99 7.17 20.82 111.42 16.48 -27.90
342 Printing Publishing 68.36 28.29 3.35 25.69 69.71 4.59
351/352 Chemicals 68.73 8.43 22.81 88.15 5.054 6.79
356 Plastic Products 26.79 19.19 53.99 151.52 19.40 -70.93
36 Non-Metallic 79.39 7.52 13.06 76 2.69 21.30
37 Basic Metal 78.99 2.55 18.43 187.94 -0.65 -87.29
381 Fabricated Metal 74.42 17.88 7.70 68.65 22.59 8.75
382 Machinery 31.07 11.18 57.75 72.08 39.29 -11.38
383 Electrical Machinery 35.06 39.80 25.13 59.92 29.22 10.85
385 Professional Goods -10.15 34.94 75.23 10.14 30.613 59.24
39 Other Manufacturing 245.05 -42.27 -102.78 -21.04 24.40 96.64
Note: 1. Source of Growth due to Total Demand Effect
2. Source of Growth due to Export Expansion Effect
3. Source of Growth due to Import Substitution Effect
Source: Computed from Table 4.6.
113
industries have enjoyed a relatively high export growth since the
1970's. This result is consistent with our analysis on product life
cycle trade pattern in the last section, where leather manufactures,
clothing and the skill intensive engineering products are observed
to attain a high trade level indices (Vi) over time.
For the other industries, 311/2 (food), 313 (beverage), 321
(textiles), 331 (wood cork products), 341 (paper products), 351/352
//(chemicals), 356 (plastic product), 36 (non-metallic), 37 (basic
i metal), 381 (fabricated metal), 382 (machinery) and 39 (other
manufacturing), a relatively small percentage of growth was contri-
buted by export expansion in the first period( 20%). Among which
sections 321 (textile) and 351/352 (chemicals) do not exhibit a high
share of export expansion are well understood, As textile is a
relatively labour intensive mature product, it is subject to the
competitive pressure from the less developed countries and severe
trade restrictions in foreign countries. The textile industry can
still maintain an increase of export expansion effect in the 2nd
period from 9.6% in the 1970-1973 period to 13.56% in the 1973-1976
period. For the chemical industry, the very high capital and tech-
nological requirementswhich Hong Kong, at its present stage of
development, has not attained the comparative advantage explains
why it only accounts for a small percentage of its growth. Similiar
results from the analysis of trade levels in these two industries
were obtained in the last section.
Also, industries 311/2, 341, 331, 356 and 39 got a relatively
small contribution from export expansion effect in the 1st period
(20%). Though the shares are still small, increases in export
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expansion effect are still observed in the 2nd period. This
direction of change in export expansion is consistent with the
hypothesis of the product life cycle theory.
For industries 36 (non metallic) and 37 (basic metal), they
had even smaller percentage of growth due to export expansion effects
(10%). And a decrease of export expansion effect in the 2nd
period is observed. This is well understood as these two are re-
source based industries where Hong Kong does not possess the
comparative advantage.
But for section 381 (fabricated metal) and 382 (machinery),
the relatively skill and/or capital intensive industries, they
demonstrated a significant increase of export expansion effect in
the 2nd period. For section 381, it increased from 17.88% in 1970-
1973 period to 22.59% in 1973-76 period and for section 382, its
change is even more marked, from 11.18% in 1970-1973 period to
39.29% in 1973-1976 period. Once again, this indicates that Hong
Kong demonstrates an improvement of export towards the higher quality
products.
Of special interest is section 324 (footwear), the export
expansion effect in 1970-1973 period was negative (-37.22%). As
have been mentioned previously, this was the time when EEC maintained
a GPS (1971) towards developing countries and Hong Kong's footwear was
excluded from the list. The footwear industry suffered a hard time,
but in the 2nd period (1973-1976), improvement has been made and
export expansion effect becomes positive again.
Then, we come to analyse the changes of import substitution
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in respective industries. The contribution to growth of output
from import substitution effect is generally low. Comparing the
two periods, there has been a gradual decline in import substitution.
Out of the 18 industries studied, 12 show a decrease in import
substitution. Some industries even show a negative share in import
substitution. This direction of change in import substitution is
consistent with the product life cycle hypothesis.
The low degree of import substitution in many industries can
be explained by the fact that the growth pattern of Hong Kong's
industry is not like most other underdeveloped countries, where
import substitution is commonly the first stage in launching indus-
trialization programmes. Unlike other underdeveloped countries,
Hong Kong government does not implement policy to support import
substitution and hence most firms tend to stress on the oversea
markets rather than promoting sales in the local economy.
Some industries, such as 382 (machinery) and 385 (professional
goods), the import substitution effects are high (55%) in the 1970-
1973 period, indicating that these are relatively new products in
the product cycle. But both of them show a decrease in import
substitution effect in the 2nd period. From 57.75% and 75.23% in
the 1970-1973 period to -11.38% and 59.24% respectively. This
direction of change is, once again, consistent with the product
life cycle hypothesis.
Lastly, we summarize the whole picture by considering the
two effects, export expansion and import substitution together. As
have been stressed previously, the product life cycle theory
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postulates that in general Hong Kong will demonstrate an increase
in export expansion and a decrease in import substitution. We
have found that out of the total 18 industries studied, the direction
of changes in export expansion and import substitution effects of
14 industries are more or less consistent with the hypothesis of
the product life cycle model. Of which 7 industries are found to
demonstrate an increase in export expansion effect and at the same
time a decrease in import substitution effect over time. This
include sections 311/2, 321, 323, 331, 341, 356 and 382. And 3
industries, sections 322, 342 and 381 are observed to exhibit an
increase in export expansion effect and a relatively stable import
substitution effect (the change in import substitution effect is
less than 5%). The other 4 industries, 351, 352, 37, 383, 385 are
observed to exhibit a great decrease of import substitution effect
accompanied with a relatively stable export expansion effect (a
change of less than 10% in export expansion effect).
But for the remaining 4 industries, it is found that 313
(beverage) and 36 (nonmetallic) are characterized as resource-based
industries where the product life cycle hypothesis are not appro-
priate in explaining the changes in their trade pattern. And
sections 39 (other manufacturing) and 324 (footwear), though they
demonstrate a large increase in import substitution, their export
expansion effect still exhibits a great increase at the same time.
Hence we can reasonably. draw the conclusion that from the
analysis of output growth in Hong Kong using the Chenery's model,
the direction of change in the causes of growth over time are in
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general consistent with the hypothesis of the product life cycle.
Furthermore, it is observed that significant success of export
expansion exist in the more skill and/or capital intensive sectors
which is complementary to the conclusions reached in the last
section, that Hong Kong has shifted her exportables towards higher
quality and more sophisticated products.
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CHAPTER 5
THE DICHOTOMY OF THE EXPORT MARKET, CAPITAL
INTENSITY AND SKILL LEVEL
In the last chapter we have shown that the export pattern of
Hong Kong is consistent with the hypothesis of the product life
cycle model. Furthermore, the significant changes in Hong Kong's
exports since the last decade lie in the gradual increase in
importance of exports of higher quality and more sophisticated pro-
ducts which require a higher capital and more skilled-labour input.
Actually the economic development of Hong Kong is characteri-
zed by a long term rise in the general level of skills and training,
attributable to the technological progress of Hong Kong.1 Ambitious
programs of expanding and improving technical education and training
have been conducted so as to foster the ability of Hong Kong's
enterprises to produce and export increasingly more sophisticated
and technologically more advanced goods. Also, Hong Kong has been
recognised as a country which, during her last decade of economic
development, grew industrially through her efforts to absorb foreign
advanced technologies. The progresses in technology and the high
capital formation accompanied with the economic growth, led to the
structural change of exports towards high quality products. This
1 Ronald Hsia and Laurence Chau, Industrialization, Employment
and Income Distribution, A Case Study of Hong Kong, 1978, London, p. 21.
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phenomenon suggested that Hong Kong has moved towards the position
of a "middle country" in the product life cycle.
Atsushi Murakami has identified the existence of two types
of export markets for manufactured goods from developing countries:
(1) Those consist of traditional handicraft and specific manufac-
tures, material-dependent manufactures and easily established labour
intensive light manufactures to developed countries. (2) Those
newly-emerging light manufactures requiring a high degree of pro-
cessing, intermediary and basic metal manufactures and machinery
and transport equipment to other developing countries.1 This market
duality is a distinguished characteristic of a "middle country" in
the product life cycle.
Yoshihiro Tsurumi, 2 Sotirios G. Monsouris3 and Seev Hirsch4
have made studies on the role of the "middle country" in the light
of the product life cycle approach. The countries studied were
Japan, Greece and Israel respectively. These countries typically
export products that are in the earlier stage of the product life
1 Atsushi Murakami, "Two aspects of the export of manufactured
goods from developing countries". The Developing Economies, 1968,
Vol. 6, p. 278.
2 Yoshihiro Tsururzi, "R & D factors and exports of Manufac-
tured Goods of Japan" in Louis T. Wells ed. Product Life Cycle
and International Trade.
3 Sotirios Monsouris, "Manufactured Products and Export Mar-
kets: Dichotomy of Markets for Greek Manufactures" in L.T. Wells ed
Product Life Cycle and International Trade.
4 Seev Hirsch, "Technological Factors in the Composition and
Direction of Israel's Industrial Exports" in Vernoned. The Technology
Factor in International Trade, 1970.
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cycle to countries which are less developed and at the same time
export products which are in the mature stage of the product life
cycle to more advanced countries.
Actually the dualistic character of Japan's export market
has been put forward already by Tatemoto and Ichimura. They found
that Japan was a capital abundant nation relative to her Asian
neighbours and other developing countries and labour abundant
country relative to the industrialized nations of the Western Coun-
tries.1 These results are consistent with the hypothesis of the
product life cycle on the role of a middle country.
As mentioned in chapter 3, the growth of Hong Kong is so fast
that Hong Kong's per capita GDP is relatively close to the less
wealthy industrialized countries such as Spain, Greece, Ireland etc.,
and is in the position next to Japan and Singapore in Asia. This
success in development further sheds light on the hypothesis that
the export profile of Hong Kong shows a similar pattern to the
middle countries such as Japan or Greece that is, the export market
of Hong Kong's manufactures will demonstrate a dualistic nature.
Also, in chapter 3, we have seen that the structural change of the
export market of Hong Kong occured markedly in the late 1960's.
An increasing percentage of domestic exports has been exported to
some developing countries. This gives us a preliminary idea on
the gradual importance of developing economies to Hong Kong and
1 M. Tatemoto and S. Ichimura, Factor Proportions and Foreign
Trade: The Case of Japan, Review of Economics and Statistics. Vol
XLI, 1959, p. 442.
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sheds light on the existence of dichotomy in the export market of
Hong Kong.
In the following sections the export market of Hong Kong's
manufactures is dichotomized into the developed countries and the
developing countries. We want to test whether Hong Kong has
demonstrated two different sets of comparative advantage in her
manufactures, one for the advanced countries and the other for the
developing countries.
A. Empirical Tools
In the following analysis, we shall follow the method suggested
by Yoshirhiro Tsurumi.1
The export profile of Hong Kong are represented by the follow-
ing three indices:
1. RSI The Relative Share Index
2. RSIU The Relative Share Index of Trade with developing
countries
3. HDOU HOng Kong's dependence on developing countries
The manufactured product groups are selected from SITC 3-digit
product groups and in some cases 4-digit product groups in the
Commodity Trade Statistics of the United Nations and the Yearbook
of International Trade Statistics of United Nations.
The three indices are formulated as below:
1 Yoshirhiro Tsurumi, R D Factors and Exports of Manu-
factured Goods of Japan in Louis T. Wells ed. The Product Life
Cycle and International Trade, 1972, p. 163.
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1) The Relative Share Index (R.S.I.) of product group i
RSI
where Khi= export of product group i from Hong Kong
to the world
X wi= world export of product group i
The Relative Share Index shows the competitive strength of
product group i in the world market relative to the competitive
strength of Hong Kong's total domestic exports of manufactured
goods in the world market.
If (i) RSI= l
it implies that the performance of product group i
is equal to the average competitive strength of all
Hong Kong's product groups in the world market.
(ii) RSI 1
it implies that product group i's performance is worse
than the average performance.
(iii) RSI 1
it implies that product group i's performance is better
than the average performance.
2) The Relative Share Index of Trade with Developing Countries
(RSIU) of product group i of Hong Kong:
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RSIU
where Xhui= exports of product group i from Hong Kong
to developing nations.
X hi = exports of product group i from Hong Kong to
the world
In the formulation of this index, a slight modification to
Yoshihiro Tsurumi's orginal formulation is made. In his orginal
study Xhui is the exports to Asian countries which is replaced by
the developing countries in our analysis.
The Relative Share Index of Trade with Developing Countries
(RSIU) shows each product group's relative dependence on developing
countries. This can also serve as an indicator of competitiveness.
The intrepretation is as follows:
If (i) RSIU= 1,
if implies that the competitive strength of product
group i in the developing countries is equal to the
average competitive strength of all the product groups
in the developing market.
(ii) RSIU 1,
the competitive strength of product group i in the
developing countries is less than the average.
(iii) RSIU 1,
The competitive strength of product group i in the
developing countries is better than average.
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3) Hong Kong's dependence on Developing Countries Index
(HDOU) of product group i
HDOU
It describes each product group's absolute dependence on
developing countries.
If (i) HDOU= 0,
The export of product group i does not depend on
developing countries at all.
(ii) BDOU= 1,
It shows that the product group i is totally depend-
ent on the developing market.
The classification of countries into developed and developing
countries corresponds to that of the United Nation Commodities
Trade Statistics:
The Economic Class I and Economic Class II. Economic Class I
(Developed Market Economies) contains: South Africa, Canada, Uni_tec
States, Israel, Japan, European Economic Community, European Free
Trade Association and other Europe.
Economic Class II (Developing Market Economies) contains all
of the Western Hemisphere except the United States and Canada all
of Africa except the Union of South Africa and the Far East except
Japan, Mainland China and North Korea Oceania except Australia and
New Zealand the Middle East except Turkey.
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B. Pattern of Change of Relative Share Index of Hong Kong
Since the Relative Share Index reflects the competitive
strength of the product group concerned relative to the competitive
strength of Hong Kong's total domestic exports in the world market,
the direction of change in Hong Kong's export performance for any
product group can be indicated by the direction of change of the
Relative Share Index for that particular product group. The
following is a study of the pattern of change of the Relative Share
Index.
Due to the limitation of data in the United Nation Commodity
Trade Statistics, our analysis only begins from 1969. But our
previous survey has indicated that the gradual emergence of the
developing market is significant since the late 1960's. Hence it
is expected that the duality nature of the export market of Hong
Kong is significant only since the late 1960's. Thus our analysis
dated from 1969 is still satisfactory enough.
Again, due to the limitation of data availability, only 65
SITC product groups have been studied. The Relative Share Index
(RSI) for 65 SITC product groups from 1969 to 1975 has been computed.
(Table 5.1). It can be seen from the table that those product
groups which occupy a higher Relative Share Index (RSI) value in
1969 are Cotton Fabric (6521), manufactured articles nes (899),
clothing (841), toys games (894) etc.. These product groups have
been recognised as the traditional products where Hong Kong possesses
the comparative advantage and have a large export share. On the
other hand, those product groups occupying a relatively smaller
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Relative Share Index (RSI) are highly capital and skill intensive
products such as chemical materials (599), machines for special
industries (718), copper (682) etc..
Fig. 5.1 shows the level of Relative Share Index for the periods
1969 and 1975. The 65 SITC product groups are arranged in descending
order of Hong Kong Relative Share Index for the year 1969. The
order of the 65 SITC product groups in the year 1969 will be treated
as a frame of reference for our future analysis. Following Yoshihiro
Tsurumi's method, two hyperbolic curves are then fitted to the
1969 and 1975 levels of Relative Share Index respectively as shown
in Fig. 5.1.
The least-square regression results on these two curves are
as follows:
where Y= The Relative Share Index (RSI) of product group
which is arranged in the descending order of
Hong Kong's RSI of 1969. (The data are recorded
in Table 5.1)





order of Order SITC1972HK RSI at 19731969 1974 1975 1969 1972 1973 1974 1975 Order (X)Code(X)1969 order
SITC Code
25.0379 24.9387 27.42886521 23.6543 21.3928 341 725 0.97220.2356 0.3100 0.4102 0.8306
899 12.8052 7.4398 6.6513 5.2256 3.9504 2 35667 0,2164 0.28630,23320.2239 0,2410
8.2400841 8.094 8.1307 9.1539 9.7467 360.18893 666 0.2093 0.2187 0.2432 0.2639
894 8.0347 7.920 8.1820 8.7509 7.9442 374 0.1119 0.0281673 0.1897 0.0483 0,1047
7242 5.7793 6.0636 6.4355 7.0707 6.8491 380.00745 687 0.1892 0.0192 0.00670.01992
5.5843831 7.90837.393 8.5867 7.6404 390.25176 895 0.25860.1832 0.1999 0,2207
3.91306522 2.081 2.8006 403.6665 3.9172 0,09777 0.1044657 0.10720.1717 0.1157
656 3.0723 2.6488 1.9990 2.2513 410,09931.8644 8 0.1576 0.1635 0,1643692 0.3378
2.8000897 3.9732 4.8643 425.0480 4.9186 0,04640,0685 0,05300.08909 0,1569735
2.6983697 2.3528 2.4809 2.5793 432.5196 10 0.2051 0,2736 0.2334642 0.1472 0,1680
812 2.5320 2.0782 2.1353 442.4260 2.1085 0.09630.112611 0,1085 0,1151541 0,1418
2.3896 45893 2.6617 3.1109 3.139 2.8151 5,373712 1.3847 3.3923842 0,24570.1319
863 1.1891 464.01721.9903 4.5923 2.8050 0.14010.139213 0,1131684 0,08020.1176
864 1.0950 472.4261.4181 1.5637 0.05713.0004 0,059314 0,05550,6198621 0.0884
48696 1.0632 0.8873 0.9517 1.2241 1.3192 0.178815 0,1815 0,2184695 0.0860 0,1841
49861 1.0207 0.2382 0.4940 0.3716 0,04610.3255 0,0328 0,050216 0,0282691 0.0794
729 1.0147 501.1532 1.1854 1.3162 0,02670.9025 0,002317 0,0075693 0.0640 0.0046
7241 0.9906 510.5483 0.4381 0.4019 0.1966 0.01500,0168 0,020518 0,0186581 0, 0519
821 0.7116 0.6158 0.6645 520.6582 0.5703 0.230619 896 0.1155 0,1084 0.14090.0519
698 0.6864 0.7761 0.8255 530.8308 0.7166 0,0747 0.071720 0.05890.0504717 0.0432
654 0.6194 0.4653 0.4767 540.4706 0.3511 21 0.0425 0.02940,0322 0,0355719 0,0365
612 0.4829 0.5200 0.4741 0.4437 550.6075 22 0.03480,0317 0.0322715 0,0357 0.0246
851 0.4334 1.3338 0.5786 561.1833 0.8725 23 0.07540.08567221 0.0319 0.04870.0271
632 0.4294 0.3906 0.3372 0.3005 0.2513 5724 0.01240.0062 0.00570,0164 0.0067512
892 0.4253 0.5578 0.5795 0.7365 0.6515 5825 0.02200.0172 0,0229629 0.0139 0.0131
551 0.3817 0.5855 0.6832 0.6550 59.0.8311 26 0.0142 0.01940.0081 0.0239611 0.0136
553 0.3792 0.3205 600.2636 0.3311 0.01590.3061 27 0.0131 0.02447222 0.01210.0120
651 0.3790 610.4562 0.7526 0.8407 0.01450.6340 0.0114 0.018028 0.01130.0114599
533 620.3526 0.3188 0.2497 0.00250.2278 0.3314 0,0034 0.002329 0,0058 0.0029641
665 630.3127 0.3532 0.00470.4537 0.4004 0.3843 0.0055 0.00570.005330 718 0.0053
694 640.2894 0.2744 0.2703 0.60580.3466 0.2222 0.2102 0.4063891 0.099231 0.0028
65655 0.00240.2497 0.2533 0.2083 0.0099 0.00750.2119 0.2208 0.004868232 0.0010
653 0.2485 0.6159 0.7891 0.8369 0.6392 33
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Fig. 5.1 Least Square Pattern of Hong Kong's RSI of 1969 and 1975
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Fig. 5.1 describes the shape of the above two hyperbolic
curves.
As shown in Fig. 5.1, the 1975 line retains its hyperbolic
shape. But the left tail (higher end) of the 1969 RSI data is
higher and the right tail (lower end) is lower than those of the
1975 figures.
This result indicates that those SITC product groups of Hong
Kong which commanded a relatively strong position in the world
market in 1969 were losing their strength, but those previously
occupying a relatively weak competitive strength in the world market
has improved. This is indicated by the higher right tail of the
1975 line in the figure.
Similar to the above analysis, the Relative Share Index of
the years, 1972, 1973 and 1974 have been calculated. The SITC pro-
duct groups in these years are still arranged in the same descending
order established in the 1969 RSI. The least square pattern of
Hong Kong RSI in these years are regressed and the hyperbolic
curves are estimated. Every SITC product group is then plotted
for all the periods on a common diagram as shown in Fig. 5.2.
The least-square regression results on these curves are as
follows:
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Again, examining the Relative Share Index shown in Fig. 5.2,
we find that there is a gradual upward shift of the right tail of
the curve from 1969 to 1975, indicating that those SITC product
groups previously occupying a smaller share (comparing to those
SITC product groups which have relatively higher RSI) have improved
through the year since 1969.
Coming to the left end of the RSI pattern, throughout the
years, a downward shift of the RSI schedule is observed, again
demonstrating that these SITC product groups were losing their
strength in the world market.
Our next job is to derive an index to measure the change in
the magnitude of the Relative Share Index (RSI) schedule since
1969.
where
The estimated RSI of product j of base year
arranged in descending order
The estimated RSI of product j in year i arranged
in descending order of 1969 RSI (the base year)
The rank of product j in year 1969 (base year)




The value of is then used as an indicator
for the aggregate changes in the magnitude of the RSI of respective
years relative to the base year, 1969. We have shown in the above
analysis that, as time goes, Y, which has achieved a high (low) value
before, will fall (increase). Thus, we should expect that the index
Ii increases as i increases.
The results computed are as follows:
As can be seen from the calculated results, there is a gradual
increase in the magnitude of the index, except for the year 1973,
when the abnormal speculation on the stock market had caused a
discruption of the economy from its normal growth pattern. Thus our
Hence
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indices support again our hypothesis that the competitive position
improves (deteriorates) over time for those industries when their
competitive power are low (high). The characteristic and nature
of the products which show such a change in the RSI value will be
discussed further in our later analysis.
C. The Market Duality of Export of Hong Kong Manufactures
In analysing the exports of manufactures of Hong Kong to the
developing countries, we make use of the Relative Share Index of
trade with Developing Countries (RSIU) and the Hong Kong's
dependence on Developing Countries Index (HDOU). Both of these
indices can give us a measure of the competitive strength of Hong
Kong's exports on developing countries.
As have been explained above, if the export profile of Hong
Kong manufacturing industries to the world and developing countries
approximate the same picture, the value of RSIU will come close to
unity. But as will be shown below, the outcome of our survey
happens to be the opposite. The RSIU and HDOU indices of the pro-
duct groups for respective years have been computed and shown in
Table 5.2 and 5.3. Looking at the 1969 data of Table 5.2, many
of the RSIU values are substantially different from unity. It is
found that many product groups which are highly capital and skill
intensive have a RSIU value of over '6', such as pigments paints
varnishes (533), medicinal and pharmaceutical products (541),
chemical materials (599), iron steel bar rod (673), tin (687),
finished structural parts (691), copper (682), metal working machinery
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(715), machines for special industries (718) etc..
Table 5.3 shows the Hong Kong's dependence on Developing
Countries indices (HDOU). A similar pattern is exhibited. Product
groups which are capital and skill intensive occupy a high value.
For instance, in 1973, pigments and paints (533), materials of
rubber (621), textile and leather machinery (717), metal working
machinery (715), machines for special industries (718) etc., all
show a high HDOU values.
In the following analysis, a cross sectional study on the
RSI and RSIU indices of 1975 is made. The United Nations Commodity
Trade Statistics and International Trade Statistics enable us to
calculate the pair of RSI and RSIU indices for the selected years,
1969, 1972, 1973, 1974 and 1975.
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TABLE 5.2
THE RELATIVE SHARE INDEX OF TRADE WITH DEVELOPING
NATIONS (RSIU) OF HONG KONG
SITC Code 1969 19 7?1972 1974 1975
512 4. 2531 4.3148 3.303 1.9237 3.1954
533 6.9064 6.5351 5.9022 5,8899
541
6.1256.080E
6.6173 6,2571 5.6856 5.6976
551 2.9371 3.0958 3.1628 3.0840
553 5.7362 6.0706 5.7686 4.9564 5.1527
581 5.7306 6.3456 5.5088 3.8509 5.3773
599 6.0182 6.5017 5,2738 5.0887 5.5876
611 6.0645 6.0106 5.8033 4.6192 4.6748
612 1.031C 0.7552 0.8781 0.8288 0.9247
621 5.3736 4.9259 6.1899 4.2881 5.5894
629 5.0146 4.7772 4.5507 3.1721 3.3259
632 0.6487 0.5625 0.5854 0.8265 0.8708
641 6.1810 6.8334 6.5823 5. 9297 5.9325
642 3.8781 2.7078 2.3272 2.0258 2.0877
651 3.4693 3.9671 3.5904 3.3201 3.0181
653 2.5902 2.9145 3.4757 3.0232 2.7023
654 2.0298 4.3444 4.3479 3.5043 3.4716
655 4.2329 5.2753 5.4928 5.0349 4.8652
656 0.8551 0.8409 0. 7165 0.6459 1.0326
657 1.0453 0.8085 0.3015 0.7332 0.8546
665 3.2225 1.6014 1.1567 1.6659 2.3105
666 1.4524 0.9000 0.8339 0.8523 1.0891
667 0.5391 0.3402 0.7198 0.7262 0.3616
673 6.1556 6.8626 6.5034 4.9937 6.0046
682 6.2137 5.0526 3.4947 3.3444 5.9880
684 4.9210 5.9970 4.7793 4.3920 4.7052
687 6.2137 6.9101 6.5981 5.9609 6.0142





1969SITC Code 1972 1973 1974 1975
69'4 5.4687 2.5722 4.7811 3.3584 4.1659
69- 4.3076 4.6568 4. 330C 5.9198 5.0498
694 0.7446 1.0302 1.068-c- 1.4117 1.2187
695 2.1465 1.3982 1. 103E 1.1424 1.6849
69E 0.6934 0.9301 0.9957 0.7673 0.6577
697 3.2238 1.9919 1.7505 1.8890 1.8035
698 2.5240 2.5511 2.1791 1.9031 2.2431
715 6.1984 6.7969 6.4702 5.5702 5.8966
717 5.2015 6.7811 6.4625 5.7457 5.7663
718 6.1380 6.5547 5.9857 5.3506 5.1858
719 5.3019 5.8344 5.1949 3.5711 4.3104
725 4.3573 2.6761 1.8473 1.1084 1.4411
729 0.3876 0.5958 0.8312 0.5774 0.6057
735 1.9181 0.9137 0.4923 1.1646 3.8777
812 2.5273 2.3858 2.3867 2.4118 3.0328
821 1.1750 1.4020 0.6957 0.6169 0.5698
831 1.4525 1.0989 0.8970 1.0322 1.1875
841 0.6530 0.5419 0.4517 0.4779 0.5244
842 5.5834 0.6535 0.1182 0.0681c, 0.0103
851 0.7697 0.7762 0.7671 0.7451 0.9399
861 0.8489 1.0308 0.6244 0.6238 0.8064
863 5.0143 6.1236 5.2190 4.6436 4.5301
864 2.6726 3.0931 2.9220 2.6775 2.2391
891 1.8548 0.4677 1.7082 2.1074 2.5215
892 3.6157 3.1177 2.6136 2.3467 2.4359
893 1.0137 0.8093 0.6233 0.6514 0.8925
894 0.3821 0.3647 0.2779 0.2911 0.4039
895 2.0523 1.8918 1.8116 1.4300 2.6634
896 0.3615 0.3441 0.2045 0.3244 0.1185
897 2.0297 2.1442 1.7705 1.6199 1.6627
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TABLE 5.2 (Cont.)
SITC Code 1969 1972 1973 1974 1975
899 0.2846 0.5245 0.5471 0.6986 1.0328
6521 0.2814 0.1683 U.1211 0.0940 0.0576
6522 9_LLnq2.5793 1.9973 1.6421 1.4467
7221 2.5066 3.5056 2.8767 1.9231 1.2182
7222 3.557 2.1371 1.4866 1.4855 3.1414
7241 0.3841 1. 9621 2.2500 3.2144 2.9984
7242 0.5864 0.7970 0.8340 1.0651 1.0131




THE HONG KONG'S DEPENDENCE (HDOU) INDEX ON
DEVELOPING COUNTRIES INDEX
SITC Code 1973 1975 1976
512 0.5006 0.5313 0.29 97
533 0.9905 0.9793 0.8922
541 0.9482 0.9473 0.946
551 0.4692 0.5127 0.5528
553 0.8743 0.8567 0.7974
581 0.8349 0.8941 0.9474
599 0.7993 0.9291 0.5711
611 0.8795 0.7773 0.6331
612 0.1331 0.1537 0.2571
621 0.9381 0.9294 0.075
629 0.6897 0.5530 0.3369
632 0.0887 0.1448 0.1130
641 0.9976 0.9864 0.0146
642 0.3527 0.3471 0.2603
651 0.5441 0.5018 0.3431
653 0.5267 0.4493 0.5046
654 0.6589 0.5772 0.5404
655 0.8325 0.8086 0.7706
656 0.1085 0.1717 0.1239
657 0.0457 0.1421 0.1022
665 0.1753 0.3842 0.3444
666 0.1264 0.1811 0.1219
667 0.1091 0.0601 0.0507
673 0.9857 0.9984 0.9922
682 0.5297 0.9956 1
684 0.7244 0.7823 0.7584
687 1.000 1.000 1.000
691 0.9764 0.9718 0.9698
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TABLE 5.3 (Cont.)
SITC Code 1973 1975 1976
692 0.7246 0.6926 0.7510
693 0.6563 0.8396 0.6629
694 0.1619 0.2026 0.1728
695 0.1673 0.2801 0.1880
696 0.1509 0.1093 0.0973
697 0.2653 0.2998 0.3084
698 0.3303 0.3729 0.3453
715 0.9806 0.9804 0.9793
717 0.9794 0.9587 0.9557
718 0.9072 0.8622 0.8754
719 0.7875 0.7167 0.6874
725 0.2799 0. 2396 0.2067
729 0.1259 0.1007 0.1193
735 0.0746 0.6447 0.3735
812 0.3617 0.5042 0.4670
821 0.1054 0.0948 0.0786
831 0.1359 0.1974 0.1272
841 0.0685 0.0872 0.0877
842 0.0179 0.0017 0.0054
851 0.1163 0.1563 0.1143
861 0.0946 0.1341 0.1335
863 0.7909 0.7532 0.7371
864 0.4429 0.3723 0.2684
891 0.2589 0.4192 0.2508
892 0.3961 0.4050 0.3561
893 0.0945 0.1484 0.1446
894 0.0421 0.0672 0.0621
895 0.2745 0.4428 0.3577
896 0.031 0.0197 0.8785
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TABLE 5.3 (Cont.)
SITC Code 1973 1975 1976
897 0.2683 0.2765 0.2253
899 0.0829 0.1717 0.1388
6521 0.0193 0.0096 0.0254
6522 0.3027 0.2406 0.2654
7221 0.4359 0.2025 0.1762
7222 0.2253 0.5223 0.4726
7241 0.341 0.4985 0.2066
7242 0.1263 0.16 85 0.1334
Source: Computed from United Nations Commodity Trade Statistics,
several volumes.
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Considering Fig. 5.3, out of the 65 pairs of observations
of 1975, 40 pairs fell into the category in which a RSI of less than
one were matched with a RSIU which was significantly greater than
one. This means that a product whose competitive position is weak
in the world market performs relatively better in the developing
countries. For the remaining 25 pairs of RSIU and RSI, 6 pairs
fell into the category with RSI greater than one and RSIU less
than one. This means that those groups whose competitive position
in the world is strong has a relatively poor performance in the
developing country market.
10 pairs fell into the category with RSI and RSIU both greater
than one, but 8 pairs out of them with RSI materially greater than
RSIU. This shows that even in the case where the SITC product
group was strong both in the world market and in the market of
developing countries, the manufactures performance was relatively
better in the world market than in the developing countries.
Also, there were 6 pairs of product groups with RSI and RSIU
both less than 1, but with the RSI materially less than RSIU
values. This indicates that for these manufactures, having a
relatively weak competitive power in the world market, were relatively
more competitive in developing countries.
Altogether, 60 out of 65 pairs of SITC product (more than
92%) support the hypothesis that Hong Kong relies heavily on her
export market of developing nations for the exports of those manu-
factures in which she commands a relatively weak position in the
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Similiar analysis is made on the Relative Share Index (RSI)
and Relative Share Index of Trade with the Developing Nations (RSIU)
for the other years. The results are shown in Table 5.4.
TABLE 5.4
DISTRIBUTION OF THE COMPETITIVE STRENGTH
OF THE PRODUCT GROUPS
1969 1972 1973 1974 1975
RSIU > I > RSI 39 38 40 4042 pairE
I > RSIU > RSI 4 3 3 6 6
RSI > RSIU > I 9 9 10 10 8
RSI > I > RSIU 5 10 11 7 6
Total 6160 62 63 60
Source: Compiled from Table 5.1 and Table 5.2.
It is found that out of 65 pairs of indices in each year, 60
pairs in 1969(>92%), 61 pairs in 1972(>93%), 62 pairs in 1973
(>95%) and 63 pairs in 1974(>96%) support our hypothesis that
Hong Kong relies on developing countries when her exports command
a relatively weak position in the world market, and relies on world
market when her exports command a relatively weak competitive
strength in developing nations. This is a clear evidence that
Hong Kong have two distinct types of comparative advantage in her
exports, one to the developed countries, and the other to the
developing countries. In the next section, we shall analyse the
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comparative advantage of Hong Kong over the different markets.
D. The Export Profile of Hong Kong and the Skill and
Capital Intensities of Manufacturing Industries
Our previous analysis indicates that Hong Kong possesses two
distinct types of export markets. If we look into the product
groups which have relatively low RSI, we find that they are product
such as musical instruments, sound recorder, machines for special
industries, switch gear, electric power machinery, organic chemical
metalworking machinery, machinery and applicances other than
electrical and machine parts, textile and leather machinery, chemi-
cal materials and production etc. which require high skill-level
labour and more capital input (Appendix Table 5-1). The gradual
improvement of the competitive strength of these product groups
over time suggests that the higher skill level industries in Hong
Kong have improved their export performance. This result is con-
sistent with our analysis in Chapter 4 on the applicability of the
product life cycle in explaining Hong Kong's export pattern.
We have shown in section C that these product groups with
low RSI values which enjoy improvements in competitive strength
were relatively more competitive in developing countries. This
suggested that the product groups which have high skill and capital
content are being exported first to the developing countries and
the RSI of these product groups improves over time.
The above phenomenon can be explained by the product life
cycle model in which Hong Kong plays the role of the middle country.
In the case of export to the less developed countries, Hong Kong's
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comparative advantage lies in advanced technology and capital
abundance. Whereas for the export to highly advanced economies,
the comparative advantage of Hong Kong lies in her relatively
abundance of cheap labour. The products exported to these advanced
countries will be characterized by mature products where the skill
or technological requirements are standardized. In the analysis
below, statistical tools are employed to prove that Hong Kong does
play the role of a middle country as postulated by the product
life cycle theory.
D.1 The Skill Level and Export Profile
In this section, we shall make use of the regression analysis
to test the hypothesis that the export profile of manufactures in
Hong Kong are closely related to the skill level content of the
respective product groups concerned. It is expected that the
higher the skill level of the product group, the higher will be
the product's competitive strength in the developing countries.
But in Hong Kong we do not have such a satisfactory statistical
system for us to estimate the skill level of the product groups
at the 3-digit and 4-digit level of disaggregation in the SITC
system. Hence we have to borrow a set of skill level indices for
the respective product groups from an alternative source: those
computed by Donald B. Keesing.1
Donald B. Keesing estimated the skill requirement for import
1 Donald B. Keesing, "Labour Skill and the Structure of Trade
in Manufactures" in P. Kenen R. Lawrence ed. The Open Economy,
Columbia Press. 1968.
146
and export of America, which is the only country whose data are
detailed enough for such compilation. Afterwards, he applied the
American skill requirement to analyse the trade flow of other
countries, including Japan and Hong Kong, etc.1 We expect that
though the skill requirement of different industries in U.S. may
not reflect exactly the skill level of Hong Kong industries, it
should at least reflect the ranking of the skill level of different
industries in Hong Kong and hence can be used as a proxy for the
skill level requirement in Hong Kong.
In the analysis below, we adopt the skill level index pre-
pared by Donald B. Keesing as an indicator of the skill level index
of Hong Kong. In Keesing's methodology of dividing skill categories,
the labour force of each industry was divided into eight occupa-
tional groups:293
I. Scientists and Engineers
II. Technicians and Draftsman
III. Other Professionals
IV. Manager
V. Machinists, Electnicians, and Tool and Diemakers
VT. other Skilled Mannal Wrkers
VII. Clerical, Sale and Service Workers
1
Donald R. Kees-ing on. cit.. p. 14, Table 2.
Z Donald B. Keesing, Labour Skills and International Trade:
Evaluating Many Trade Flows with a Single Measuring Device, 1965.
Review of Economics and Statistics.
3 Donald B. Keesing, Labour Skill and Structure of Trade in
Manufactures in P. Kenen R. Lawrence ed. The Open Econo, Columbia
1968.
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VIII. Semi-skilled and Unskilled Workers.
The first three categories involve basic professional skills.
For machinists, electricans, and tool- and diemakers, these manual
skills are required in every manufacturing industry and, at the
same time are modern in orientation. For the semi-skilled and
unskilled workers, all are basically unskilled.
Employing the formula put forward by Donald B. Keesing, the
skill level index of a given manufacturing industry (in SITC product
1,2
classification) is computed as below:
Index
Using the data prepared by Donald B. Keesings on U.S. manu-
facturing industries,3 the skill level index for each product group
corresponding to each SITC product group is computed and shown in
1 D.B. Keesing, Labor Skill and the Structure of Trade in
Manufactures in Kenen, Lawrence ed., The Open Economy, p. 10.
2 See Hirsch has employed a similar measure on skill level,
where the share of engineers, scientists and other employees having
academic degrees, and those of highly skilled workers in the labour
force are considered.
The skill intensity inde
where A: employee holding academic degree
HS: highly skilled employees belonging to the
three top grades of skill classification,
or classified as such by management.
TF- t-n- 1 numhPr of Pmnl nvPPs_
From Seev Hirsch Technological Factors in the Composition Direction
of Israel's Industrial Exports in Vernon ed. The Technology Factor
in International Trade, 1970, p. 403.
3 Donald B. Keesing, Labor Skill the Structure of Trade in




As explained above, we should expect a positive relation




Again, due to the data limitation on estimating the skill level
of all the SITC product groups, we have computed only the skill level
of 48 SITC product groups out of our original 65 SITC product
groups (Appendix Table 5. 2).
A simple logarithmic regression is regressed against the
respective variables:
16.
where S: skill requirement index of the SITC product group
Y: the respective indices (RSIU, HDOU, RSIU/RSI) of
Hong Kong export, disaggregated into product
groups at year t
u: the random term
The crosssectional results on 1973, 1975 and 1976 are as
follows (due to data limitation, we cannot estimate the index of
RSI in 1976, hence the regression on RSIU/RSI76 is omitted):
A. 1. Log RSIU/RSI,r= 4.3569+ 1.2672 Log S
RL= 0.2498 t= 3.9144 (Significant at 1% level)
2- Lou HDOUT__= -0-2941306+ 0.4682377 Lou S
R`= 0.3156 t= 4.6823 (Significant at 1%)
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1.5466+ 0.4722 Log S3. Log RSIU
R2 4.6348 (Significant at 1%t0.3183
R S TT1
B, l. Lod 4.3842+ 1.3641 Log S
RSI' 11
R 0.2325 t 4.2558 (Significant at 1%.
2. Log HDOU,, -0.41464+ 0.4492 Log S
R2 0.2487 3.9031 (Significant at 1%t
3. Log RSIU, 1.4721+ 0.4491 Log S
2
R 0.2487 t 3.9024 (Significant at 1%)
C. 1. LoKDOUg -7F -0.5057+ 0.4641 Loa S
r_R2 0.2576 3.9957 (Significant at 1%)
2. Log RSIU7 1.3836+ 0.46403 Log S
R 0.25764 t 3. 9954 (Significant at 1%)
The regression results show that the relationship between the
export profile of Hong Kong towards the developing countries is
supported by the significant correlation between the skill level
of the SITC product group and the corresponding export profile
index.
Equations (A.l) and (B.l) show that there is a positive rela-
tionship between the RSIU/RSI index and the skill level of the
product. The index RSIU/RSI reflects the competitive strength
of the product group concerned in the developing countries relative
to the world market. But the developed countries occupy a majority
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proportion of world market of manufactures.1 Hence the empirical
result indicates that in these two years, 1973 and 1975, if the
SITC product group concerned has a high skill level, the product
is more competitive in the developing countries relative to the
developed countries, i.e., its comparative advantage over the
developing countries lies in higher technology.
The picture is clearer when RSIU index is regressed logarith-
mically against the skill level index. A significant positive
relation between them is found (Equations A.3, B.3, and C.2). This
implies that if the SITC product group has a higher skill level,
than its competitiveness in developing countries is higher. On
closer examination of those SITC product groups occupying a high
RSIU, we find that they are characterized as capital intensive or
high skill level products. For example, in 1969, the product groups
having a high RSIU include pigment paints, medicinal and pharma-
ceutical products, perfumery and cosmetics, chemical materials,
copper, tin, finished structural part-s, metalworking machinery,
textile and leather machinery, machine for special industries,
machine and applicances, developed cinematographic film etc. (Table
5.2). These types of products have higher competitive strength in
the developing countries. On the other hand, those SITC product
groups occupying a high RSI are mainly the mature products such as
1 Juergen B. Donges and James Riedel have once argued that
industrialized countries dominate as markets for LDC manufactured
exports. They said, "In 1973, for instance, developed countries
accounted for about 70% of total LDC manufactured exports." in
"The Expansion of Manufactured Exports in Developing Countries: An
Empirical Assessment of Supply and Demand Issues", Weltwirtschaft-
liches Archiv, Band 113, Heft 1, 1977.
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textile industries etc., and the major market for these commodities
are the developed countries such as EEC and U.S.. This further
confirms our empirical results that if the SITC product group has
high skill level, the product has strong competitive strength in
the developing countries comparing to the developed countries.
Coming to the results in the equations on HDOU index, which
describes each product group's absolute dependence on developing
countries, the result is still highly significant: the higher the
skill level of the product group concerned, the higher will be its
absolute dependence on developing countries. Once again this con-
firms our former result that the higher the skill level of the SITC
product groups the higher will be its competitiveness in the
developing countries. 1
D.2 The Capital Intensity and Export Profile
As discussed above, in addition to the advantage of higher
skill level, the middle country also enjoys the comparative advantage
1 As a comparison, a simple regression between the respective
indices has been estimated for the year 1975, the results obtained
is less significant than the logarithmic approach, but the sign is
still in the positive direction as expected:
i. RSIU/RSI 161.2005+ 84.2475 S
R`= 0.0032'
t U.3890, insignificant at 5%
Z. HDOU 0.3702+ 0.40107 S
R`= 0.18135
t 1.1167, significant at 1%
3. RSIU= 2.1461+ 2.7829 S
R`= 0.2373
t 3.7338, significant at 1%
152
of capital abundance towards the less developed countries. Hence
it is suggested that capital intensity will he another factor
explaining the variance of the export profile indices of Hong Kong.
Similiar to the approach in the last section, a simple
logarithmic least square regression analysis is employed to analyze
the export profile and the capital intensity of the product groups
concerned. It is expected that there will be a positive relation-
ship between the competitive strength of the product in developing
countries and the capital intensity of the product.
Due to the limitation of data availability, only the statistics
for 1973 and 1976 can give us sufficient information to estimate
the capital intensity of respective product groups. The required
statistics for estimating capital intensity are computed from the
1973 Census of Industrial Production and the 1976 Census of Industry.
Three ratios are employed as indicators of the capital inten-
sity of the product group concerned:
(1) K1= Capital/Labour1
(2) K2= Value added/Labour cost
(3) K3= Capital/Labour cost2
1 A.H.M. Mahfuzur Rahman have employed a similiar measure on
capital intensity, where capital intensity is the amount of physical
capital per man employed in a given industry. Exports of Manu-
factures, Rotterdam, 1973, p. 16.
2 Hal B. Lary in Imports of Manufactures from less Developed
Countries, 1968, p. 22, Columbia, N.Y. He measures the factor
intensity by value added per employee such that both human and
physical capital are taken into consideration. In our analysis
we make use of value added per labour cost and capital per labour
cost such that only the physical capital intensity is reflected.
153
The data required for estimating the factor intensities for
respective years is shown in Table 5.5.
TABLE 5. 5
THE STATISTICS REQUIRED IN ESTIMATING THE FACTOR
INTENSITIES IN 1973 AND 1976
From 1973 Census From 1976 Census
Capital Stock of Fixed Asset Book value of all assets1 K1
Labour No. of person engaged No. of person engaged
Value Added Lensus Value Added Census Value Added2 K2
Labour Cost Labour Cost Labour Uost
Stock of Fixed AssetCapital Book value of all assets3 K3
Labour Cost Labour Cost Labour Cost
Note: all data required are available in: (i) 1973 Census of Indus-
trial Production, (ii) 1976 Census of Industry, Hong Kong.
Also, the data for both years have been adjusted upward to
take into consideration of the non-reporting establishments whenever
necessary. The non-reporting establishments refer to factories
which were found closed, or could not then be traced during the
census enumeration, but which were known to have operated during
the year 1973 and 1976.1
Once again, a deficiency on the data of capital intensity
occurs in the transformation of the product group from ISIC system
into the SITC system. This transformation is necessary because
1 1976 Census of Industry, p. 5. Census and Statistics
Department of Hong Kong.
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our export profile indices for respective product groups computed
were based on the SITC system and our production statistics were
recorded in the ISIC system. Hence the capital intensity estimated
for each product group in the SITC system should at best be treated
as an approximation only. The computed capital intensity indices
for the respective product groups in the SITC system is shown in
Appendix Table 5.3. And the basis of transformation from ISIC system
into the SITC system is presented in Appendix Table 5.4 which follows
the Classification of Commodities by Origin, published by United
Nations in 1971.
A simple logarithmic regression is employed in regressing the
two sets of variables, the capital intensity and export profile
indices for the two years, 1973 and 1976:
where Kit= the capital intensity for the SITC product
groups in year t.
u= the random term
Yt= the export profile indices (RSIU, HDOU and
RSIU/RSI) for year t.
The subscript i indicates the type of capital intensity indices
employed, where i= 1 to 3.
The results estimated are as follows:
Log Yt = c + d Log Kit + u
1. (a) Log RSIU
1973










32. (a) Log HDOU
1973






1976 = -3.29073 + 0.60506 Log K1,76 (R2 = 0.17373)
(t = 3.1100,
significant at 1%)
3. (a) Log RSIU
1973












4. (a) Log HDOU1




= -2.36075 + 1.78186 Log K
2,76 (R2 = 0.17661)
(t = 3.1411,
significant at 1%)
5. (a) Log RSIU
1973
= 0.88757 + 0.59668 Log K










6. (a) Log HDOU
1973













= 0.12766 + 3.47704 Log K





RSI = 2.59948 + 1.43714 Log K3,73 (R2 = 0.07673)(t = 1.9552,
signifciant at 5%
Equations 1 to 6 regress the indices RSIU and HDOU against the
tapital intensity indicators. The results show that except in 1973
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where K1 is insignificant, all the outcome indicates a significant
positive correlation between the two variables. This implies that
if the product group is more capital intensive, then its competi-
tive strength in the developing market is higher. The results also
show that K2 (Value added per labour cost) and K3 (Capital per
labour cost) are better indices than K1 (Capital per labour) in
representing the capital intensity to explain the variance of the
Relative Share Index of Trade with Developing Nations (RSIU) and
the Hong Kong's Dependence on Developing Countries Index (HDOU).
As we do not have the RSI for 1976, therefore only the index
RSIU/RSI of 1973 is regressed against the capital intensity indica-
tors. The results are shown in equations 7 and 8. It is observed
that RSIU/RSI bears a positive relationship to the capital intensity
index. Since RSIU/RSI represents the competitive strength of the
product group concerned in the developing countries relative to
its competitive strength in the world market, and the major component
of the world market of manufactures is developed countries, hence
the empirical result implies that the higher the capital intensity
of the product group, the more competitive it is in the developing
countries relative to the developed countries, which is consistent
with our hypothesis.
In addition, it is observed that the variable, capital
intensity, in 1976 is in general more significant (at 1% level of
significant) than that of 1973 (at 5% level of significant). This
indicates that capital intensity is becoming a more important
factor in the later period. Also, the relatively low level of R2
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(Coefficient of multiple determination), in the equations estimated
indicates that the capital intensity alone cannot explain too
much of the variance of the export profile index. This suggests
that other explanatory variables should be added.
D.3 The Export Profile, Capital Intensity and Skill Level
We have demonstrated that skill level and capital intensity
are significant factors in explaining the export profile of Hong
Kong. In this section, both variables, capital intensity and skill
level are employed together to explain the variance of the export
profile indices. Again, we expect that there is a positive asso-
ciation between the variables studied as follows:
where Yt: the respective export profile indices (RSIU,
HDOU, RSIU/RSI) for year t.
S Skill level index
Kit: Capital intensity index for year t, i=1,...,3
u the random term
The equations estimated are shown below:1
Significant at (Significant at
1 Since K is an insignificant variable in 1973 equation,
and the RSI for 1976 is unavailable, so our estimation omitted
the equations which relate to these variables.
Log Yt = a + b Log S + c Log Kit + u
1. (a) Log RSIU73 = 0.78669 + 0.39774 Log S + 0.88053 Log K2
2,73
R2 = 0.29674 ts = 3.41847 tk = 1.75205
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(b) Log RSIU
76 = 0.52184 + 0.3669 Log S + 1.05595 Log K 2,76
R2 = 0.3084 ts = 2.9281 tk = 1.8174
(Significant at 1%) (Significant at 10%)
2. (a) Log HDOU73 = -1.10013 + 0.39776 Log S + 0.88056 Log K2,
2,73
R2 = 0.29674 ts = 3.41835 tk = 1.75207
(Significant at 1%) (Significant at 10%)
(b) Log HDOU76 = -1.36757 + 0.36701 Log S + 1.05601 Log K
2,76
R2 = 0.3084 ts = 2.9283 tk = 1.8171
(Significant at 1%) (Significant at 10%)
3. Log RSIU73 = 1.42763 + 0.40756 Log S + 0.43863 Log K
3,73
R2 = 0.30468 ts = 3.5728 tk = 1.9021
(Significant at 1%) (Significant at 10%)
Log RSIU76 = 0.82269 + 0.37714 Log S + 0.41599 Log K
3,76
R2 = 0.31217 ts = 3.0905 tk =1.8888
(Significant at 1%) (Significant at 10%)
4. (a) Log HDOU73 = -0.45915 + 040757 Log S + 0.43862 Log K
3,73
R2 = 0.30467 ts = 3.5729 tk = 1.9019
(Significant at 1%) (Significant at 10%)
(b) Log HDOU76 = -1.06671 + 0.37726 Log S + 0.41602 Log K
3,76
R2 = 0.31217 ts = 3.09077 tk = 1.885
(Significant at 1%) (Significant at 10%)
3. Log RSIU76 = -0.11244 + 0.37412 Long S + 0.3845 Log K
1,76
R2 = 0.31815 ts = 3.08705 tk = 1.9985
(Significant at 1%) (Significant at 5%)
6. Log HDOU76 = -2.00185 + 0.37425 Log S + 0.38451 Log K
1,76
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The results obtained are more impressive than our previous
analysis, since there is an impressive increase in the R2 level,
(Coefficient of. Multiple determination), indicating that a higher
percentage of the variance in the export profile indices has been
accounted for when the two explanatory variables are considered
together. The signs of both parameters estimated are positive as
expected. Considering equations 1 to 6, when the indices RSIU and
HDOU are regressed against the capital intensity (K, K, K) and
skill level (S) indices, the outcome shows that the higher the
level of capital intensity and skill level, then the higher the
competitive strength of the products concerned in the developing
countries. Coming to equations 7 and 8. RSIU/RSI is regressed
against capital intensity and skill level, positive signs on both
variables, capital intensity and skill level,are seen. This implies
that the higher the capital intensity and skill level of the pro-












= 2.72956 + 1.23991 Log S + 2.12553 Log K

























in the developing countries relative to the developed countries.
Also, it is found that both the variables, capital intensity
and skill level, are significant in the regression. But skill
level is even more significant. This indicates that skill level
has a stronger explanation power than capital intensity in explaining
the variance of the export profile indices of Hong Kong. This
result is well expected since human skill is a specific kind of
capital where developing countries generally are in more severe
shortage than physical capital. Our statistical results suggest
that in some cases, skill level is so dominant a factor that the
significance of capital intensity is reduced to 10% level.
E. Conclusion
In this chapter, we have analysed the characteristics of market
duality in Hong Kong's exports in the light of product life cycle
approach. It is found that since the late 1960's, those product groups
which originally commanded a relatively strong competitiveness in
world market were losing their strength, while those product groups
occupying a relatively weak competitive strength in the world
market improves. Furthermore, it is found that the comparative
advantage in exporting the product groups towards the developing
market lies in their skilled labour and capital inputs.
These findings support the hypothesis that Hong Kong is a
middle country in the product life cycle where she possesses a
different pair of comparative advantage in her export market: in
relation to the more advanced economies, the comparative advantage
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lies in her abundance of labour and towards the developing coun-




THE TRADE PROSPECT OF HONG KONG MANUFACTURES
The product life cycle model is a dynamic model which analyse
the changes of comparative advantage of a country over time. Our
previous analysis shows that a major part of the past trade pattern
of Hong Kong can be explained by the product life cycle theory.
In this chapter, we shall discuss the export. potential of the
manufactures of Hong Kong.
Before proceeding, the role of international trade in the
process of economic development is reviewed. The classical
economists stressed the role of trade in promoting economic growth
through the optimal allocation of resources. In the nineteenth
century, trade functioned as an engine of growth"1 in several of
the less developed countries such as the Scandinavian countries.2
But it seems that this has not been the case to anything like the
same extent for the underdeveloped countries of today. Thus,
many economists rejected the logic of the classical thinking. They
stress on the transformation of the structure of the economy rather
than achieving marginal optimality in the allocation of resources
1 D.H. Roberton. "The Future of International Trade" reprinted
in American Economic Association.Readings in the Theory of Inter-
national Trade. Blakiston Co., 1949, p. 501.
2 Bo Sodersten. International Economics, 1977, p. 118,
Macmillan.
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through trade. There was a general acceptance of the notion that
governmental actions to promote domestic industries were indis-
pensible in the early stages of development. The main strategy
was to force import substitution through the protection of domestic
market from foreign competition.
Though it may not be totally a waste of resources in the
developing countries, the import substitution is clearly not the
panacea for all the ills of underdevelopment".1 In the 1960's,
this strategy had been proved to be unsuccessful (in terms of
growth, adequate expansion of industrial employment, and the removal
of severe balance of payments constraint). 2
Following the success of several export-oriented industri-
alized countries, the export of labour intensive manufactures is
viewed as a viable avenue to industrialization. Hong Kong is an
excellent example in this respect. The success of her growth
through the adoption of this strategy is remarkable. As have been
mentioned previously, the industrialization of Hong Kong has not
been the result of "strategic planning". The growth of the industry
has taken place strictly within the framework of competitive free
3
entreprise.
1 Jaleel Ahmad. Import Substitution, Trade and Development,
1978,p. 94, N.Y. JAI Press.
2 Juergen B. Donges and James Riedel, "The Expansion of Manu-
factured Exports in Developing Countries: An Empirical Assessment
of Supply and Demand", Weltwirtschaftliches Archiv Band 113 Heft 1,
1977, p. 59.
3 James Riedel. The Industrialization of Hong Kong, 1974,
p. 20.
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But recently the opportunities of further success in the
export expansion of developing countries are doubted. The obstacles
for further expansion of exports are particularly stressed on the
demand side that is, there is a lack of demand in the importing
countries. The significant argument on this point is the "fallacy
of composition." As argued by G.K. Helleiner, "most earlier dis-
cussions of the prospect for manufactured exports from less developed
countries have emphasised the possibility of their selling unskilled-
labour intensive final products,..., if all small countries adopt
such policies on the assumption that their individual impact upon
the world market for labour intensive manufactures will be small,
the total impact may nevertheless be large and may generate the
market barriers which each alone could successfully avoided."1
Paul P. Streeten also said, exports from the developing countries
are liable to run into obstacles on the side of importing countries.
These would be more serious if the lesson were to be generalized
and many more developing countries were to engage in exporting
more, particularly if these exports were to be concentrated on a
few 'sensitive' products."2
Hong Kong is regarded as a fast growing developing country
which has demonstrated a success in her expansion of exports in
1 G.K. Helleiner, "Manufactured Exports from Less Developed
Countries and Multinational Firms", The Economic Journal, Vol. 83,
1973, p. 27.
2 Paul P. Streeten, "Trade Strategies for Development: Some
Themes for the Seventies" in Trade Strategies for Development, Papers
of the Ninth Cambridge Conference on Development Problems, September
1972. Edited by Paul P. Streeten.
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labour intensive manufactures in the past. The question remains
whether 'lack of demand' will be a great obstacle to the further
expansion of exports of manufactures in Hong Kong. In the following
section, we shallstudy this problem in the light of the dynamic
model: the product life cycle model.
A. The Penetration of Export Market and Product Life Cycle
Presently the skepticism is that the demand of the existing
markets such as U.S. U.K. for labour intensive manufactures from
developing countries has already been saturated, and a major share
has been absorbed by the first comers such as Japan. Hence, the
opportunities for further expansion of export from Hong Kong are
small. As Juergen B. Donges and James Riedel have found that
"most of the penetration which has occured in the United States is
largely from developed, high income countries, of which Japan is
the primary contributor".1
But according to the Product Life Cycle version, any follower
country is part of a continum of countries in the product cycle.
Take the case of Japan and Hong Kong. Japan in the long run is-
subjected to the competitive pressure from Hong Kong which is less
advanced. As time lapses, Japan will shift to some more technical
advanced products with Hong Kong taking over part of the market given
1 Juergen B. Donges and James Riedel, "The Expansion of Manu-
factured Exports in Developing Countries: An Empirical Assessment of
Supply and Demand". Weltwirtschaftliches, Archiv Band 113 Heft 1
1977, p. 77.
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up by Japan. Hence there is still potential for Hong Kong to expand
her exports even though the import penetration in the developed
countries, such as U.S., may not increase further, simply by replac-
ing the more developed country's currently occupied markets.
Actually this process of substitution has occured significantly.
As for instance, it is apparent from the development of Japan's
textile industry that recently there is a rapid increase in Japan's
cotton textile imports from Hong Kong, as well as Hong Kong's
penetration of Japan's traditional export markets in the U.S. and
Western Europe.l Similiar achievements occured in the other indus-
tries of Hong Kong such as the electronic and plastic goods. But
Hong Kong has also been subjected to the competitive force from
its follower countries such as Taiwan and South Korea in the latter
stage of the product life cycle. A partial lost of Hong Kong's
markets has occured in the 1970's, but we have shown in the previous
chapters that Hong Kong has at the same time attained new compara-
tive advantages in the more capital and skill intensive industries.
This process of country substitution is further illustrated
in Table 6.1 to Table 6.3, where the relative share of Hong Kong's
principal commodities in the main foreign markets are shown. Con-
sider U.S., the largest export market of Hong Kong, Japan's share
of U.S. total import of clothing fell from 22.0% in 1970 to 5.7%
in 1977, whereas Hong Kong increased her share from 21.1% in 1970
1 Juergen B. Donges and James Riedel, The Expansion of Manu-
factured Exports in Developing Countries. An Empirical Assessment
of Supply and Demand. Weltwirtschaftliches, Archiv, 1977, p. 79.
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TABLE 6.1
COMPARATIVE SHARE OF HONG KONG'S PRINCIPAL EXPORT COMMODITIES IN UNITED STATES
(Percentage share of total imports into United States)
Selected
Industry Supplier 1970 1971 1972 1973 1974 1975 1976 1977
to U.S.
1. Clothing (except fur) Hong Kong 21.1 22.0 21.4 20.3 20.7 23.3 25.2 26.0
Taiwan 11.7 14.3 16.8 17.3 20.1 17.2 17.3 17.2
S. Korea 9.4 11.8 12.6 11.7 12.2 15.1 18.1 16.4
Japan 22.0 18.1 16.0 11.7 7.9 6.1 5.9 5.7
2. Textiles India 12.1 11.8 14.3 11.9 13.2 9.7 10.1 10.0
Japan 26.6 27.0 23.2 19.2 17.1 22.0 21.1 21.2
Hong Kong 3.9 3.4 4.5 5.7 6.9 5.7 7.7 7.3
Taiwan 1.1 1.3 1.5 1.6 2.3 3.0 3.7 4.0
S. Korea 1.2 1.5 1.6 1.3 1.9 2.3 2.9 2.5
3. Perambulators, toys, Hong Kong 19.2 20.3 20.6 18.7 19.5 21.2 21.5 23.5
games & sporting Japan 30.5 28.0 25.2 21.0 16.8 16.4 17.3 18.5
goods Taiwan 4.1 6.1 8.1 11.0 13.7 11.7 14.8 14.6
S. Korea 0.2 0.4 1.6 3.0 4.4 4.7 7.1 10.9
4. Telecommuniations Japan 63.9 62.3 57.0 50.7 44.1 47.9 60.4 55.7
apparatus Taiwan 8.3 12.2 16.0 18.8 21.0 14.8 13.2 14.6
Hong Kong 6.2 6.1 6.8 6.4 6.2 5.5 4.7 5.4
S. Korea 0.4 0.4 0.8 2.1 3.5 3.4 3.7 5.1
5. Manufactures of metal Japan 39.1 39.9 40.4 38.5 40.0 36.6 35.1
Taiwan 1.6 2.2 2.8 3.4 3.9 3.3 5.2
Hong Kong 2.3 2.0 2.2 2.1 1.7 1.6 1.9
S. Korea 0.7 0.5 0.8 1.6 2.3 2.7 4.2
6. Professional, scienti- Japan 37.2 37.4 34.4 36.7 40.0
fic & controlling 2.5 3.1 3.8 6.1 7.2
instruments photo- 1.1 1.6 3.2 4.7 6.6
graphic & optical 0.3 0.8 1.5 2.4 2.8
goods, watches & clocks.
Source: From Hong Kong Review of Overseas Trade, several years.
168
TABLE 6.2
COMPARATIVE SHARE OF HONG KONG'S PRINCIPAL EXPORT COMMODITIES IN UNITED KINGDOM
(Percentage share of total imports into U.K.)
Selected
Industry Supplier 1970 1971 1972 1973 1974 1975 1976 1977
to U.K.
1. Clothing (except fur) Hong Kong 38.2 41.8 39.6 37.0 32.6 32.6 34.0 28.6
Taiwan 0.8 1.7 3.6 5.6 5.0 5.7 2.4 3.4
S. Korea 0.5 0.6 0.9 2.5 4.3 6.3 6.9 7.1
Japan 1.8 1.3 1.2 1.0 0.9 0.9 0.9 1.0
2. Textiles Hong Kong 8.1 8.9 7.5 6.6 6.2 5.9 6.0 4.4
India 6.3 5.7 5.4 5.4 4.7 2.8 5.7 5.6
Japan 2.1 3.1 3.3 1.9 2.1 1.8 1.9 2.1
Taiwan 0.2 0.3 0.7 1.1 1.5 1.1 0.8 0.7
S. Korea 0.2 0.3 0.7 0.9 1.0 1.2 1.4 1.6
3. Miscellaneous Japan 5.0 7.4 9.1 10.1 9.2 9.2 9.2 8.9
manufactured articles Hong Kong 10.1 8.2 6.9 7.6 7.1 5.7 6.5 6.4
Taiwan 0.1 0.3 0.6 0.6 0.8 1.1 1.4 1.7
S. Korea 0.2 0.1 0.3 0.5 0.7 0.7 1.0 1.2
4. Electrical machinery, Japan 4.1 6.6 10.8 13.8 12.5 11.6 10.8 13.7
apparatus appliances Hong Kong 1.7 2.3 2.4 2.4 1.8 1.2 1.6 1.7
Taiwan 0.3 0.5 0.5 0.8 0.8 0.7 1.1 1.3
S. Korea 0.1 0.2 0.2 0.3 0.6 0.6
5. Manufactures of metal Japan 3.5 4.5 4.6 3.8 3.9 3.2 5.3 4.0
Hong Kong 4.0 4.4 4.8 4.6 3.2 3.0 3.8 2.7
S. Korea 0.1 0.2 0.5 0.8 0.9 1.0 0.9
Taiwan 0.1 0.1 0.2 0.5 0.4 0.4 0.7 0.9
6. Footwear Hong Kong 24.9 22.3 17.6 13.9 9.2 7.7 8.3
S. Korea 0.2 0.1 0.3 1.3 2.8 3.0 4.3
Taiwan 0.5 2.0 2.1 1.9 1.8 2.0 5.4
Japan 2.8 2.8 1.6 0.8 0.9 0.4 0.6
7. Professional, scientific Hong Kong 1.1 1.2 1.5 2.3 3.2
controlling instru- Taiwan- 0.1 0.3 0.5 1.2
ments, photographic & Japan 8.4 7.7 7.7 8.3 9.8
optical goods, watches S. Korea 0.2 0.1 0.2 0.3 0.3
& clocks
Source: Hong Kong Review of Overseas Trade, several years.
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COMPARATIVE SHARE OF HONG KONG'S PRINCIPAL EXPORT COMMODITIES IN THE FEDERAL REPUBLIC OF GERMANY
(Percentage share of total imports into Federal Republic of Germany)
Selected
Industry
Supplier 1970 1971 1972 1973 1974 1975 1976 1977
to Fed.R.
Germany
1. Clothing (except fur) Hong Kong 11.7 11.4 11.8 12.6 13.1 13.8 15.3 12.0
S. Korea 0.6 0.7 1.1 1.9 3.4 4.6 4.8 5.6
Taiwan 0.8 1.0 1.5 2.4 2.9 2.8 2.6 2.9
Japan 1.8 1.4 1.1 0.9 0.6 0.6 0.5 0.7
2. Textile Japan 2.1 2.0 1.7 1.1 1.5 1.3 1.0
Taiwan 0.3 0.4 0.4 0.7 0.9 0.8 0.9
S. Korea 0.1 0.3 0.3 0.3 0.6 0.7 0.8
Hong Kong 0.3 0.3 0.4 0.4 0.3 0.3 0.3
3. Perambulators, toys, Japan 13.1 12.4 11.7 9.7 7.8 6.3 6.8 7.0
games & sporting goods Hong Kong 7.5 7.2 7.4 8.7 7.1 8.3 10.6 11.6
Taiwan 1.4 1.8 2.4 3.3 3.7 3.8 4.7 5.5
S. Korea 0.1 0.2 0.7 1.0 2.3 3.0 3.1 4.3
4. Telecommunication Hong Kong 2.6 2.8 3.2 3.8 4.2 5.9 6.0 6.2
apparatus Taiwan 1.5 1.9 1.7 2.7 2.6 3.3 3.8 3.5
S. Korea 0.1 0.1 0.6 0.8 1.4 1.2 2.2 2.7
Japan 17.3 21.7 26.3 28.3 24.6 24.1 28.9 27.4
5. Manufactures of metal Japan 3.1 3.7 4.1 4.5 4.4 4.5 4.7
Hong Kong 0.2 0.2 0.5 0.6 0.7 0.7 0.8
Taiwan 0.1 0.1 0.2 0.4 0.7 1.0
S. Kore 0.1 0.3 0.5 0.6
6. Professional scientific Japan 15.1 13.0 14.8 15.7 18.0
controlling instru- Hong Kong 0.5 0.5 0.9 1.7 1.6
ments photographic & Taiwan 0.1 0.2 0.4 0.6 0.4
optical goods, watches S. Korea 0.1 0.1 0.1 0.2 0.3
clocks
7. Travel goods handbags & Hong Kong 9.8 8.4 8.1 13.5 12.9
similiar articles Taiwan 6.5 5.7 6.7 7.2 7.8
S. Korea 1.2 1.2 2.2 4.5 6.0
Japan 3.4 2.8 1.9 1.7 1.9
Source: Hong Kong Review of Overseas Trade, several years.
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to 26.0% in 1977. For textile, Japan's share fell from 26.6% in
1970 to 21.2% in 1977, and Hong Kong increased her share from 3.9%
to 7.3%. The same phenomenon occur in perambulators, toys, games
and sporting goods. Japan's share fell from 30.5% in 1970 to
18.5% in 1977, while Hong Kong still maintained a slight increase,
from 19.2% to 23.5%. Of course, South Korea and Taiwan are the
increasingly strong competitors of Hong Kong. The impressive out-
come is that Hong Kong has been able to increase her share in the
capital and skill intensive branch: the share of professional,
scientific and controlling instruments, watches and clocks, photo-
graphic and optical goods increased from 2.5% in 1973 to 7.2% in
1977, an average annual growth of 47%. Though Japan also maintained
a growth in the share in this industry, the growth rate is much
smaller, (from 37.2% in 1973 to 40.0% in 1977), an average annual
growth of 1.88%.
Coming to the market in United Kingdom, we find that there
was a drop for Hong Kong's share in clothing, textile and footwear,
whereas Japan lost her share in these traditional labour intensive
products also. But at the same time Hong Kong demonstrated a higher
rate of increase of her share in professional, scientific and con-
trolling instrument, photographic and optical goods, watches and
clocks. (It increased from 1.1% in 1973 to 3.2% in 1977).
In the market of Federal Republic of Germany, though subject
to the keen competition from South Korea and Taiwan, there was still
a slight increase of share for Hong Kong in the clothing, perambu-
lators,toys, games and sporting goods industries. The share of Japan
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in these products decreased. At the same time, Hong Kong had
demonstrated her success in the skill and capital intensive pro-
ducts. The share of telecommunication apparatus increased from 2.6%
in 1970 to 6.2% in 1977, an average annual growth of 19.78%, for
professional and scientific and controlling instruments etc., it
increased from 0.5% in 1973 to 1.6% in 1976, an average annual
growth of 55%. However, the growth of Japan in these sectors was
less speedy. The average annual growth of share in telecommunicatior
apparatus from 1970-1977 was 8.34% and for professional, scientific,
controlling instrument etc., the average annual growth was 4.8%.
In addition to the expanding market potential which Hong Kong
may expect to gain in the more advanced countries, her high techno-
logical level and capital abundance relative to the developing
countries implies a good trading prospect in the developing
countries.
As a provider of capital and technology,1 the role of foreign
direct investment in Hong Kong should not be neglected. Jose R.
De la Torre has once explained the emergence of foreign entreprise
in terms of the product life cycle approach, "Recently, U. S. firms,
faced with increasing competition at home from producers in other
countries, have begun to search for lower cost locations for their
manufacturing activities. These so called "off shore" manufacturing
facilities have been established in developing countries and could
be the first real indication of the full closing of product life
1 James Riedel, "The Nature and Determinants of Export-Oriented
Direct Foreign Invesmtne in a Developing Country: A Case Study of
Taiwan", Weltwirtschaftliches Archiv, Vol. III, 1975.
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cycle".1 The laissez faire policy of the Hong Kong government is
very favorable to the establishment of multinational firms which
will certainly bring in new technologies. Also, it is a well
recognised fact that the multinational firms are in a favorable
position of exporting the products back to the advanced countries.2
The raising of the technological level of Hong Kong through the
inflow of foreign direct investment also improves Hong Kong's
comparative advantage relative to the developing countries. The
trend of participation of foreign investment in the technological
advanced industries is shown in Table 6.4. It is observed that
the foreign investment participated heavily in the electronic and
tectile industries. But the share of participation in the tradi-
tional labour intensive industry, textile, shows a declining trend
(from 20.8% in 1972 to 15.8% in 1977) whereas there was a fluctuation
in foreign participation in the electronic industries, which main-
tained a share of around 30%. However at the same time a significant
increase in the share of direct foreign investment occurs in the
other technological advanced and capital intensive industries. The
share of foreign participation in chemical products increased from
1.3% in 1972 to 11.9% in 1977, while that of electrical products
from 2.3% in 1972 to 10.2% in 1977. The patterns of change in
1 Jose R. de la Torre, Jr., "Marketing Factors in Manufactured
Exports from Developing Countries" in L.T. Wells ed. The Product
Life Cycle and International Trade, 1972, p. 255.
2 See for example, G.K. Helleiner, "Manufactured Exports
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306.5 (22.0)Textiles 173.7 (20.8 253.1 (15.0) 280.0 (15.1) 312.7 (15.8)227.7 (13.7)
11.0( 1.3) 124.5( 8.9)Chemical products 96.5( 5.8) 96.5( 5.7) 234.9 (12.6) 236.1 (11.9)
',ni c tin 719.2( 2.3) 49.8( 3.6)Electrical Droduct: 94.9( 5.7) 195.8 (10.5)97.2( 5.7)
h1 S l hl31.3( 3.7) 42.7( 3.1) 90.3( 4.9)61.5( 3.7) 140.3( 7.1)Printing and publishing
Watches/clocks and 26.7( 3.2) 184.0 (13.2) 132.9( 7.1) 135.2( 6.8)188.2 (11.1)180.0 (10.9)
accessories
18.6( 2.2)Metal products 95.1( 4.8)49.7( 3.0) 49.7( 2.9) 84.7( 4.6)24.9 (1.8)
59.9( I_Food manufactures 56.6( 6.8)) 58.5( 4.2) 59.9( 3.5) 71.9( 3.9) 72.5( 3.7'
Tovs 30.3( 3.6) 74.0( 5.3) 57.8( 3.5) 60.6( 3,1)58,2( 3.4 60.3( 3.2)
Metal rolling extrusion 18.7( 2.2 43.0( 3.1) 45.9( 2.8) 54.9( 2.9) 54.9( 2.846,8( 2,8)
and fabrication
18.7( 2.2) 32.7( 2.3)Building and construction 51.9( 3.1 34.5( 1.9)51.9( 3.1) 34.5 (1.7)
materials
Others 142.9( 8.6) 144.4( 8.5) 119.0( 6.0)111.9( 6.0)166.0 (20.0) 147.5 (10.7)
1_h94.9 (inni)Total 1.978.5 (100%)835.9 (100%) 1,392.1 (100%) 1,658.4 (100%) 1,858.9 (100%)
Note: 45 other companies are knownto have someoveraeas interest, the full details of which
are not yet available.
Source: Records kept by Industrial Promotion Branch, Trade Industry CustomsDepartment, Hong Kong.
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these industries are illustrated in Fig. 6.1 to Fig. 6.4. As
foreign direct investment is sensitive to the cost of local produc-
tion, the above direction of change in foreign investment in Hong
Kong reflects once again that the comparative advantage of the
economy shifts towards higher technological level products.
Due to the limitations of data, we cannot analyse more fully
on the impact of foreign direct investment in Hong Kong1 but it is
apparent that as a source of inflow of technology and capital,
foreign direct investment has contributed and will continue to
contribute greatly to the export performance of Hong Kong.
It has been suggested that the severity of trade restrictions
of the importing countries is a hard blow to the export potential
of Hong Kong's manufactures. It is difficult to measure the exact
impact of both tariff and nontariff barriers upon Hong Kong's
exports, and we do not intend to go into this problem. But the
motive of industrialized countries in adopting such commercial
policies has been widely discussed. The primary objective of these
developed countries is to protect labour; in particular, the relatively
unskilled, immobile labour. As the famous Stoppler Samuelson Theorm
has postulated, the levying of tariff on the product will bring an
increase of real return to the factor used intensively in its pro-
duction. Since advanced countries import the goods which are labour
intensive, the resulting income distribution will unambiguously
1 In Hong Kong, there is little official statistics on over-
seas investment available.
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The Shares in Foreign Direct Investment
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change in favor of the unskilled worker.1
The product life cycle theory predicts that there will be
a constant change of the product mix in Hong Kong, as the firms
extend their product lines to related business or enter into a new
field. As long as the firms in Hong Kong can successfully diversify
their production towards the capital intensive and technological ad-
vancedproducts, instead of remaining in the production of unskilled
labour intensive products, new opportunities for export expansion
can still be created.
Furthermore, Mahfuzur Rahman2 estimated the size of the markets
for exports of manufactures from developing countries in 1968. The
striking feature was the negligible role that manufacturing from
the developing countries play in the total imports of the commodi-
ties by developed countries. About 2% of all imports is manufactures
coming from developing countries. Though Hong Kong has already
occupied nearly 1/3 of the total exports from the developing coun-
tries,3 the low level of imports of the developed countries from
developing countires indicates the existence of considerable market
1 Bo Sodersten. International Economics, p. 347, 1971,
Macmillan.
2 A.H.M. Mahfuzur Rahman, Exports of Manufactures, 1973,
p. 82.
3 A.H.M. Mahfuzur Rahman, Exports of Manufactures, p. 84,
1973.
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potnetial for Hong Kong's manufactures exports.1
Thus, we can conclude that the trade prospect for Hong Kong's
manufactures is optimistic. The above analysis on market penetra-
tion shows that so far if Hong Kong can successfully change her
product mix and diversify her production towards the technological
advanced and/or capital intensive products as suggested by the
product life cycle model, then the various barriers arising from
the 'lack of demand' in the importing countries can be expected to
reduce.
B. The Elasticity Ap roach to Export Potential
The analysis on the prospect of trade in the last section
mainly relies on the postulates of the product life cycle model on
the pattern of trade. But the growth of the foreign markets will
also bring in further opportunities of export expansion. In this
section, we want to estimate the export potential of Hong Kong due
to the growth in the. importing countries.
1 Other economists such as (i) Hal B. Lary has given a similiar
arguments "Imports from less developed countries of many of the
light consumer manufactures...., have scarcely scratched the sur-
face of the market" in Imports of Manufactures from Less Developing
Countries, New York, 1968, p. 114; and
(ii) A.H.M. Mahfuzur Rahman has surveyed the performance
of a large number of developing countries in their export of manu-
factures to developed nations, he suggested that the difference
of volume of exports of manufactures,.... can adequately be
explained by the difference in the degree of orientation of these
economies towards foreign markets..... It appears to be more a
matter of adopting appropriate policies and willingness to venture
into international markets" in A.H.M. Mahfuzur Rahman, Exports of
Manufactures, p. 102, 1973.
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The double-logarithmic equations are employed because of their
superior fit and ease of intrepretation.1 The dxport demand func-
tion has been estimated at two levels:
(a) To the world market in general
(b) To the principal foreign countries of Hong Kong-- United
States, United Kingdom and Federal Republic of Germany.
In Case (a).
where
Qiwt= Export quantum index of product i exported to the
world market in year t, t= 1968 to 1976
P.= Export unit value index of product i exported toiwt
the world market in year t
Piwt Wholesale price index of product i in world market
in year t (estimated by the export weighted average
of Hong Kong's 14 principal export countries in 1977)
rwt= Effective exchange rate of Hong Kong in year t
Ywt= Index number of total domestic product of the market
economies at constant price in year t
lne ranaom term
uit
1 A similar form of export demand function has been adopted
by a number of academists such as H.S. Houthakker and Stephen P.
Magee in Income and Price Elasticities in World Trade, Review of
Economics and Statistics, May 1969 and also, Juergen B. Donges and
James Riedel in The Expansion of Manufactured Exports in Developing
Countries: An Empirical Assessment of Supply and Demand in

















Qijt = Export quantum index of product i exported to
country j in year t, t= 1968 to 1976.
Pijt = Export unit value index of product i exported to
country j in year t
Pijt = The wholesale price index of product i in country j
rjt= The exchange rate between country j and Hong Kong
Yjt = Index number of total domestic product of country
j in year t
uit The random term
The use of wholesale price index as a divisor of export unit
value index in both cases (a) and (b) means that the equations
explicitly reflect the competition between Hong Kong and the domes-
tic supplier in country j in case (b), and the competition between
Hong Kong and the world suppliers in case (a) respectively.
The parameters estimated, b and c, represent the price and
income elasticity of demand for exports of Hong Kong respectively.
The data of respective variables are recorded in the Appendix
Tables 6-1 to 6-7.
Table 6-5 shows the results of our regression estimation.
Before we go on to analyse the scale of export expansion
accompanied by the growth of foreign markets, it is helpful at this













THE ESTIMATEDPRICE ANDINCOMEELASTICITYOF DEMANDFORHONGKONG'SEXPORT
(t-statistics in parenthesis)
U. S. Market U.K. Market Fed. R. G. MarketWorld Market
Elasticity Elasticity ElasticityElasticity ConstantR2 DW ConstantConstant R2 R2DW DWR2 DWUonstantIndustry Income Price Income Price Income Pricerriceincome
-3.4237 -10.9961-7.53806 -0.0098
-1.81446 -0.90152 1.52616 1.35670-24S R7 1.6058 1.12059 0.8973 1.7537 3.0250.5746 2.0733 0.3695 0.9284 1.83422.30481. General (2.3774) (-0.0706)(7.2360)2 (4.4632)2 (1.9920)3 (0.6245)(3.04525)1 (-1.04456)
-6.78303 -11.5624-0.0244-1.8749-4.90332 -0.58023 2.5025 0.59801.1124 0.4468 2.22930.3222 1.5400 3.2294 0.95310.2832 2.64112.65288 0.84962 1.119102. Clothing (except (2.5788)1 (-0.1116(2.1742)3 (0.2065) (2.6206) (0.6473)fur) (-0.590655)(2.2976)1
-23.3266-0.1936-0.2146 -0.6163-1.9453 -0.3914 3.6403 0.4146 0.27181.5547 0.87509 1.6133 6.63150.5469 1.4354 0.7962 2.1462.076070.83621.808243. Textile Fabrics
-1.2) (0.3843) (-0.9670) (2.4273)1 (-0.5106)(3.4761)1 (2.6907) (-0.6157)
-0.420310. 1167q 1.95290.78714. Textile Made-ups
-0.7673 3
-19.1676-0.2082 -0.7266 -3.8597 -2.14848.9075 2.2982 18.4361 0.8791 7.32300.3247 0.8605 1.9928 0.8571 2.6637and Related Articles (-2.1631)(-0.7041) (-0.3387) (-1.4421) (-2.4300)1 (2.7410)1 (5.6007)2 (-5.8872)2
-11.9303 -1.5557 0.9756 1.81775. Transistorized 3.7549 2
-12.9992-8.5885 -42.51882.5373 0.82000.3659 1.6121 0.4138 0.7959 1.64639.8442 3.3525 0.4815 0.8999 2.5953Radios (14.9054) (-0.3265) (2.1429)3 (1.2660)(4.2378)2 (1.0078) (4.6664)2 (1.6180)
-1.2196-6.2101 0.83240.90933.63056. Electronic Com-
-1.3059 •104.96725.4829 1.2290 0.7205 0.6656 23.6942 0.96770.1188 2.4642(-1.7272)(2.7338)ponents
(0.8862) (-2.7092)1 (5.0971)2 (0.3703)
1.72577. Footwear 0.817113.2624 1.09109
-2.9547 1
-5.3297-4.4627 -3.69861.9063 0.8978 5.88100.4484 0.1271 0.0225 23.0214 0.4559 0.8483 2.2896 0.8267 2.8491(0.8343)(-2.7272) (-3.7052) 2
-2.9777)1(1.8125)3(0.3423) (0.1923) (2.0330)'
-0.2784 2.43160.42508. Metal Manufacturers 1.3637 0.9820
-2.6241 -13.01594 -0.0559 8.55940.1617 0.68930.4794 1.4917 0.074783.8817 1.6616 35.2242 0.9824 1.6099(1.4424) (-0.5995) 1.4662 3 (0.1728) (9.7358)2 (0.2239)(1.8804) (2.5440)1 (-0.2526)
-23.8406 1.53980.91649. Watchesand ClockE 5.3274 0.8786
-38.3695-36.9526 -2.4571-32.37357.2772 1.85409.9451 0.9429 8.38 311.6581 0.9583 0.8969 1.513E(0.9071)(4.8531)2 10.4032 21./i41 3 (3.9427)2 (1.6745)(9.7531)2 (2.1355) (3.2024) (-4.4560)2
-10.5777 2.058810. Textile Yarn 0.94213.1213 0.1873
Thread (5.6016)2 (0.5224)
Note: The figure marked 1, 2, and 3 means:
(1) These coefficients are significant at 5% probability level
(2) These coefficients are significant at 1% probability level
(3) These coefficient are significant at 101 probability level
Source: Computedfrom Appendix Tables 6.1 to 6.7.
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of Hong Kong.
In Chapter 5 we proved that Hong Kong exhibits a dichotomy
of export market in her manufactures. The products exported to
the developing countries are relatively capital intensive and
technological advanced, and those exported to the developed coun-
tries are relatively labour intensive mature products. Hence
from the postulate of the product life cycle model, it is expected
that the products exported to the developing countries will be
relatively more price inelastic and those exported to the developed
countries will be characterized as relatively price elastic.
If the estimated results of the export demand function are
satisfactory enough, it is expected that the export price elasticity
of demand for the products in the developed countries will be higher
than that in the developing countries. In our estimation, we do
not have the data for the exports of Hong Kong to the developing
countries. But the same argument implies that the export price
elasticities of demand in the developed countries, U.S,, U.K., and
Federal Republic of Germany should be higher than those in the
world market, since the world market includes exports to the develop-
ing countries.
However, in practice many outcome of the academist's research
on the estimation of price elasticities of demand are unsatisfac-
tory: many of the results are statistically insignificant in some
cases, even the sign of the outcome is wrong. Some of our regression
results also suffer from these defects.
A number of economists had suggested reasons for the unsatis-
factory results on this kind of estimation. H.S. Houthakker and
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Stephen P. Magee had estimated the relative price elasticities
of U.S. exports towards 17 countries, and only 4 countries for U.S.
exports had significant results. They suggested that This may
reflect a complex combination of differential policy distribution
in the importing countries through tariffs and other restrictions,
price index construction, the product mix and possibly product cyclE
effect.1 Following Houthakker and Magee's explanations, we go
further to discuss the reasons for the unsatisfactory results of
the ordinary least square regression of price elasticity of export
demand.2
(1) Time Dimension
The time dimension usually gives serious problems in economic
analysis. There is a well-known distinction between short-run and
long-run elasticities of demand. That is, whenever a demand
schedule is drawn in theory, it refers to some specified period
of time. In very short-run, when habits are persistent, the demand
schedule will be completely inelastic with respect to change in
price.
1 H.S. Houthakker and Stephen P. Magee, Income and Price
Elasticities in World Trade, Review of Economic and Statistics,
May 1969, p. 119.
2 Our latter discussion on the cause of unsatisfactory
results draws heavily on a pathbreaking article by Orcutt G.H.,
Measurement of Price Elasticities in International Trade in
Review of Economics and Statistics, May 1950. And other discus-
sions, F.B. Horner, Elasticity of Demand for the Export of a
Single Country in Review of Economics and Statistics, 1952.
D.D. Detomasi, The Elasticity of Demand for Canadian Exports to
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Consider the point go(Q0, Po) in Fig. 6.5, it lies on the
long run demand schedule DD, which indicates the level of demand
after complete adjustment has occured. If the price now rises from
Po to Pl, we could imagine a sequence of decisions affecting quantity
such as Ql, Q2 and Q3, where the subscripts indicate the appropriate
time periods. It would appear that short run elasticities can be
calculated for each of the 3 periods of varying length, and we would
expect these elasticities to increase as the length of the period
increases. In our analysis, our sample size is too small to intro-
duce lagged variables in the analysis.1
(2) Quality Effect.
In analysing the export demand function and the corresponding
1 Similiar problem was faced by K.P. Prodromidis, Greek
Disaggregated Import and Export Demand Functions in Weltwirtschaft-
liches Archiv, 1975.
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export unit value index, the following assumptions are made:
(a) Homogeneous Commodities
(b) Constant quality
But in practice the quality of the product improves overtime.
Thus within the same category, the quality of the product changes.
Improvement in quality may associate with higher price and greater
demand. This gives us a possible explanation of the positive sign
on the price elasticity estimation.
(3) Price Index Construction
As introduced proviously, our price index employed is:
where Pt represent export unit value index, P*t is wholesale
price index and r is the exchange rate.
Usually errors will occur in the construction of price index
such as:
(a) The data may reflect errors of observations: when the data
contain errors of measurement due to misclassification, falsifica-
tion, and faulty methods of index no. construction, the effect may
bias the coefficient to zero.l
(b) When the data are too aggregative, it may give undue
weight to goods with relatively low elasticities. As goods with
relatively low elasticities may exhibit the greatest price variation
1 Orcutt. G.H. Measurement of Price Elasticity in World
Trade, Review of Economics and Statistics, 1950.
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and will therefore exert a predominant effect on the aggregative
price indices. Thus, the too aggregative indices may understate
the true elasticity to the extent that goods with lower elasticities
are given undue weight.
Furthermore, in the case of Hong Kong, we have the following
additional sources of errors:
(a) The world wholesale price index is unavailiable so we
have to estimate the weighted average index for the 14 principal
export countries of Hong Kong. Not every country has the corres-
ponding wholesale price index (the general wholesale price index
in each country), we have to make estimation.
(b) When the export demand function is disaggregated by
commodities, the available wholesale price indices in foreign
countries do not correspond directly to the data available in Hong
Kong. For instance, in estimating the export demand function of
'°clothing exported from Hong Kong to the Federal Republic of Germany,
the wholesale price of consumer goods in the Federal Republic of
Germany is assumed to be the representative wholesale price of
clothing in Federal Republic of Germany.
(c) Our price index only reflects competition between Hong
Kong's exports and the foreign country's domestic production. But
if the price index which reflects competition among different
suppliers to a country is used, e.g., the export price index of
Hong Kong relative to South Korea or Taiwan's export price indices,
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sometimes a better result can be obtained.1
Furthermore, the independence of export demand from the supply
side has been assumed. This assumption is acceptable as some
experimentations on the supply side suggested that the supply
elasticities are fairly high for many exports, which reduces the
bias in the estimated demand elasticities.2
The above discussion fully explains the shortcomings that may
probably arise in the estimation of export demand price elasti-
cities. Hence our result on the estimation of price elasticities
should be intrepreted with caution.
Fortunately, our major concern is on the impact of growth in
foreign countries upon Hong Kong's exports. As the regression
shows, we get a relatively satisfactory result in the estimation
of income elasticity of export demand. A majority of the outcome
are highly significant and the income elasticities estimated are
generally elastic (l). The following analyses the export potential
of respective products in the face of economic growth in foreign
markets by the use of the estimated income elasticities.
From Table 6.5, it is found that the total exports to the
world in general is more income elastic than the exports to U.S.
1 See Ying Yim, has employed such a price index, the result
turned out to be satisfactory, in Measurement of Taiwan's Export
and Import Demand Elasticities, Taiwan Bank Quarterly Review,
1976.
2 H.S. Houtahakker and Stephen P. Magee, Income and Price
Elasticities in World Trade, Review of Economics and Statistics,
May 1969, p. 111.
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and U.K., (world= 2.3048, U.S.= 1.5261, U.K.= 1.7537),l the two
largest markets of Hong Kong's exports. This may reflect that the
products exported to the most advanced countries such as U.S. are
relatively labour intensive mature products, and these products
will be less income elastic comparing to the skill intensive pro-
ducts exported to the rest of world, especially the developing
countries, as suggested in the product life cycle hypothesis.
At the disaggregated level, the income elasticities of the
respective products exported to the world are generally greater
than unity. Footwear and textile made-ups and related articles are
the only exceptions. But the coefficient of income elasticity of
textile make-ups and related articles is statistically insignificant
1 Since the price elasticity of demand of U.S. and Fed. Rep.
of Germany are in reverse sign (for the general export demand
function). Linear Spline has been employed in estimating the
export demand function, where 1974 and 1975, the period of world
recession, are considered to be the knots in the Spline (functions
(S1,S2), the results are as follows:
(a) Hong Kong to United States:
Log Q.-- -7.82063+ 1.63973 Log r+ 1.06305 Log Y.
(7.5892) (4.5912
+ 0.00476 S+ 0.07072 S_
RL= 0.97432(0.5483) l (3.32018)
(t statistics in parenthesis)
(b) Hong Kong to Fed. R. Germany:
Log Q.= -3.2804- 1.3786 Log Li ft- 3. UOJ40 LOg I.
(3.9661) (J.blll
+ n i 5i 9 n-- n n7n7 c
(2.9629) 1 (0.4707) 0.99426
ct statistics in parenthesis)
Hence improvements are obtained for the case of the Fed. Rep. of
Germany, the sign of price elasticity is negative as expected. But
the outcome for the case of U.S. is unsatisfactory, indicating that
errors might lie in other factors.
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while reverse sign of income elasticity of footwear may reflect
the severe trade barriers from EEC towards Hong Kong footwear
industry in the early 1970's which distorted the normal pattern of
footwear exported. The more income elastic products are the
relatively capital and skill intensive products-- the electronic
components, transistorized radios and watches and clocks.
Coming to the U. S. market, the same problem occurs in textile
made-ups and related articles: a negative sign of income elasti-
city occurs. But it is statistically insignificant. Footwear,
another traditional product and textile fabrics are inelastic (1)
but the coefficient of footwear is statistically insignificant.
Transistorized radios, watches and clocks, which are skill and
capital intensive, are the two most income elastic products.
For the exports to Federal Republic of Germany, the results
are more impressive. All the product groups show a highly income
elastic nature (3.0), of which metal manufactures, watches and
clocks are the most income elastic products. This implies that
in terms of foreign market growth, the exports of Hong Kong have
a great market potential in the Federal Republic of Germany.
In the U.K. market, textile made-ups and related articles and
footwear shows a reverse sign of income elasticity. Once again,
this reflects that trade restrictions have distorted the normal
pattern of exports of these traditional products. But the other
items are highly income elastic,while the skill intensive products,
watches and clocks, electronic components and transistorized radios
are more income elastic.
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In general, except in a few traditional products such as
textile and footwear, we can see that the export demand of the
principal commodities of Hong Kong in respective markets are income
elastic. This implies that the export demand for the products
will expand more than proportionally with increasing income in
the foreign countries. The more impressive outcome is that the
relative capital and skill intensive branches such as electronic
components, watches and clocks, transistorized radios etc., show
even higher income elasticities. This sheds light on the direction
of production Hong Kong should adopt. The income elasticity analysis
shows that the skill intensive products as those discussed above
possess the higher market potential as foreign countries grow. This
outcome is complementary to the conclusions reached in the last
section on market penetration where it has been suggested that the
direction of future exports should stress on the diversification
towards skill and capital intensive products.
It is also found that in general the export of respective pro-
ducts to Federal Republic of Germany show higher income elasticities
than the other countries. This result is consistent with those
in chapter 3, where the share of total domestic exports of Hong Kong
exported to Fed. Rep. of Germany is increasing and those in U.S.
and U.K. are declining. All the three countries show the relatively
high income elasticities for the more skill and capital intensive
products. And for these products, U.K. possesses a relatively higher
income elasticities comparing to the other countries. The above
analysis suggests that even comparing among the developed countries,
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the export potential of the largest market of Hong Kong, U.S., when
measured in terms of market growth, is not so high as the other
developed countries such as U.K. and the Fed. Rep. of Germany since
the late 1960's, though the exports of Hong Kong to U.S. are still
income elastic.
To conclude, despite the fact that there are a number of
shortcomings in the ordinary least square method of estimating the
export demand function, many economists still follow this approach
since the results were still more acceptable than the simultaneous
equation models which have so far had very limited success in the
area of international trade.1 From the analysis above, we can
reasonably draw the conclusion that the expansion of exports of
manufactures from Hong Kong to foreign countries will increase
more than proportionately to the growth of income in foreign
countries. Furthermore, the results also reveal that greater
export potential lies on the capital and skill intensive branches,
which, once again, indicates that if Hong Kong can successfully
diversify her production to technological advanced and capital
intensive industries, the prospect of trade in Hong Kong is fairly
optimistic.
1 H.S. Houthakker and Stephen P. Magee, Income and Price
Elasticities in World Trade, Review of Economics and Statistics,




A. Summary of Conclusions
In the past decades, Hong Kong has enjoyed a high rate of
economic growth. However the import substitution strategy towards
industrialization, which is a common economic policy adopted by
the governments in most developing countries, was not adopted in
Hong Kong. Instead, Hong Kong has developed her export sectors
especially those of manufactures which now occupy more than 95%
of the domestic exports. The laissez-faire policy of the government
permits a high degree of flexibility within the manufacturing
sector, thus ensuring the growth of the industry. The study on
the structural change of the domestic exports of Hong Kong revealed
that the comparative advantage of Hong Kong in international markets
changes over time. The share of sophisticated products in the
total domestic export of Hong Kong has been increasing. Also, Hong
Kong has demonstrated the progress in exploring new markets since
the late 1960's, at a time when the developing countries are gaining
an increasing share of the total domestic export of Hong Kong.
The achievement in exports of manufactures, together with the
dynamic changes in the composition of exports highlight the appli-
cability of the product life cycle model in explaining the export
pattern of Hong Kong. The product life cycle and the related
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trade models have been the subject of a considerable number of
empirical tests. And we can see that the product life cycle
model is useful for understanding the flows of manufactured goods
across international borders. This model differs from the
traditional trade theory in that a new, dynamic factor of production,
the technology factor, is introduced into the calculus of comparative
advantage of international trade. It suggests that, except for
the resource-based Ricardo goods, every good goes through a product
life cycle. After the initial stage of introduction into the
market, the product starts developing until it becomes mature at some
point of time. In the early phase of the cycle, high skill is an
important determinant of the gaining of comparative advantage of the
country concerned. In the mature phase of the product life cycle,
the production process becomes standardized and thus can be easily
copied and adopted by countries with less skillful labour force.
Hence, it becomes more favourable for the developing countries to
produce the product at this stage.
Hong Kong, unlike those western industralized countries such
as the United States and the Federal Republic of Germany, is not
one of the most advanced economies. Hence in analysing the export
pattern of Hong Kong, we expect that it will be at most similiar to
that of a middle country or a developing country in the product
life cycle. That is to say, when the product is new, domestic
consumption of the product leads to import of the good due to the
lack of local production. However, as time lapses, the product
becomes more mature, and local production begins. Eventually when
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production exceeds domestic consumption, export starts to take
place.
In addition, as industrialization proceeds in Hong Kong,
there is both an increase in capital formation and improvement in
technological level. The relatively technologically advanced and
capital intensive products are then added to the list of candidates
for local manufacturing.
From the analysis of Chapter 4, where a time series study of
the pattern of Hong Kong's foreign trade has been carried out, we
found that at the SITC 3-digit level, a clear picture of product
life cycle emerged. Excluding the industries which are characterized
as Ricardo goods, a majority of the product groups show an improve-
ment of export over import over time. This direction of change in
the trade level is consistent with the hypothesis of the product
life cycle theory. A number of product groups have experienced
the change in the trade flow from a net importer to a net exporter.
In particular, asignificant increase of export over import occurs
for those product groups which are characterized as technologically
advanced and/or capital intensive products such as watches and
clocks, machine tools, hand tools, office machines, telecommuni-
cation apparatus, domestic electrical equipment, textile and
leather machinery, machinery and applicances, and power generating
machinery etc.. On the other hand, the traditional leading industries
such as cotton and textile etc. do not exhibit a significant improve-
ment in export over import. Furthermore, a decline of export over
import has even been observed in certain industries which are
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noted for their low-skill, labour intensive mature products such
as footwear, furniture etc.. This result has been well suggested
by the product life cycle hypothesis that international competi-
tiveness for any industry is not likely to be constant over time.
Hong Kong may be in a strong competitive position for certain
industry at a particular point of time but she will lose her
position as soon as that industry enters into the later phase of
the product life cycle in which the competitive pressure from the
countries which are less developed than Hong Kong increases. Never-
theless, at the same time, Hong Kong itself will move into the
production of some newer products.
When the Chenery's model was employed to analyse the changes
in the export expansion and import substitution effects of Hong
Kong's industries over time, a result which is also consistent with
the hypothesis of the product life cycle model has been obtained.
It is found that there is generally an increase of export expansion
effect and a decrease of import substitution effect over time in
most industries. This direction of change in the course of output
growth is consistent with the product life cycle hypothesis.
Furthermore, the fact that there is a significant success of export
expansion occuring in the high-skill and/or capital intensive
industries such as the electrical machinery and professional goods
sectors, is again consistent with the results obtained in the
former analysis.
The recent success of economic growth of Hong Kong which
accelerates capital accumulation, and the rise in the general level
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of skills and training leads us to suspect that Hong Kong has alrea
moved to the position of a middle country in the product life
cycle that is, her export market would exhibit a dualistic nature.
Also, a certain relationship between the geographic distribution
of exports and the capital and skill intensities of the products
is expected to exist.
In chapter 5, we have employed the methodology of Yoshihiro
Tsurumi to analyze the nature of export market of Hong Kong. The
result turned out to be highly significant. It is found that the
export market of Hong Kong does possess a dualistic character: one
for the developed and the other for the developing countries.
Furthermore, we have showed that the comparative advantage of Hong
Kong over the developing countries lies in her high technological
level and capital abundance. Towards the world market, especially
the advanced countries such as Western Europe and North America,
the comparative advantage of Hong Kong lies in her relative labour
abundance thus her competitive strength is higher in the labour
intensive products. These findings support the fact that Hong Kong
plays the role of a middle country in the product life cycle. The
high-skill and capital intensive products are not likely to be
produced by the developing countries because of their relative
scarcity of both physical capital and skilled labour force such as
engineers and scientists etc.. Hence Hong Kong's manufactures of
high-skill and capital intensive products can compete successfully
in the developing countries.
Also, it is found that the product groups which have already
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commanded a relatively strong competitiveness in the world market
are now losing their strength, while those which possess a weaker
competitive strength in the world market improve. The former can
be characterised by the long-established labour intensive products
such as textile etc., whereas the latter by the capital and/or
skill intensive products. The nature of the product groups of
which Hong Kong has been losing or gaining her competitive strength
demonstrates a structural change of Hong Kong's exports towards
the higher technological and capital intensive products, which
further supports the fact that Hong Kong has moved to the position
of a middle country in the product life cycle.
Chapter 6 discussed the export potential of Hong Kong. The
skepticism of obstacles existing for further export expansion of
manufactures of Hong Kong is mitigated by the dynamic consideration
in the product life cycle model. Though Hong Kong is now losing
her comparative advantage in the export of the technologically
simple, labour intensive goods to the less developed countries such
as Taiwan and South Korea, she has gained an advantage in the export
of more technically advanced and capital intensive goods which is
previously dominated by the first follower in the product life
cycle such as Japan. In addition to this process of country
substitution, the comparative advantage of Hong Kong in exporting her
technically advanced products to the developing countries indicates
great market potential for her.exports.
Also, except for those long-established labour intensive
products such as textile, footwear etc., the constraints imposed
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by the developed countries do not appear to be as serious as expected.
So far if Hong Kong can switch over her export successfully to the
technically sophisticated and less labour intensive goods which
involve manufactured products of better quality in the higher price
range, and introduce new industries with higher technological level.,
new opportunities for further export expansion still exist.
As the market for manufacture goods is itself growing, we
have also analysed the trade prospect of Hong Kong by means of the
elasticity approach. It is found that the income elasticity, of
demand for Hong Kong's manufactures in the industrialized countries
such as the United States, the Federal Republic of Germany and the
United Kingdom are elastic and these markets are far from being
.fully penetrated. Furthermore, greater income elasticities are found
for the capital and skill intensive industries indicating that more
optimistic prospect of Hong Kong export lies in the higher-quality
and more sophisticated products. This finding reinforces the
conclusion reached in the product life cycle analysis, which argues
that substantial gain will accrue to Hong Kong if she can success-
fully develop the mechanisms to facilitate the production of new
products in the early phase of the product life cycle.
B. Policy Implications
In this thesis, we have found that the export of manufactures
from Hong Kong is shifting from'the lower-skill labour intensive
industries towards the higher-skill and capital intensive industries.
Anyhow, the long-established labour intensive industries such as
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textile etc. still occupy a relatively large share of domestic
export, and there are severe trade restrictions from developed
countries and keen competition from the less developed countries
in these industries. Hence by viewing the competitive potential of
Hong Kong in a dynamic process, manufacturers in Hong Kong should
anticipate the decline of their competitive strength in products
which are approaching the mature phase of the product life cycle.
All these indicate that Hong Kong's export has to move towards the
technologically sophisticated and high-quality products.
As mentioned in the previous chapters, the Hong Kong govern-
ment is faithful to her laissez-faire economic policy and adopts
a lenient institutional framework for the economy. However a draw-
back of a complete laissez-faire economy is its lack of planned
development, which is a valuable supplement to a free economy, as
an individual firm in a free economy may be relatively short-sighted
due to its position and facilities.
Actually, under the liberal economic doctrine of free entre-
prise, the government can still serve as an antenna for private
entreprises, providing them with guidelines of development as well
as facilities of coordination.) Realizing the prospect of trade
as discussed above, from a long run point of view, the government
should adopt a systematic technology policy, and set up guidelines
to encourage the manufacturers to promote and diversify their
production towards high--level-technology products, and assist the
l Cheng Tong Yung, The Economy of Hong Kong, 1977, p. 35.
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industries in the usage of modern equipments for quality improve-
ment, testing and inspection etc.. Also, the human resource factor
ought to be appropriately developed to ensure a continuing competi-
tiveness of Hong Kong in a challenging environment. For instance,
technical training programs tailored to the practical needs of the
manufacturing industries should be provided. The reason for
adopting the technology policy by the government is that technology
exhibits the characteristic of external economy which cannot be
taken care of by the free market mechanism. Hence only under suitable
research and development and skill training provided by the govern-
ment can the industry be able to adapt to the changing environment
in a relatively short period of time. It is believed that under the
active participation of the government in this direction, the struc-
tural change of domestic export towards higher quality products will
be more speedy.
Furthermore, the findings that the comparative advantage of
Hong Kong compared to the developing countries lies in her higher
skill level and capital abundance imply new opportunities for further
expansion of exports of manufactures in the developing countries.
It is suggested that the government should help industries to exploit
export opportunities offered in developing countries, as an indivi-
dual firm in the free economy is just like a tree in the forest
which cannot look too far from its position.
Statistical Appendices
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The SITC product classifications have to be reconciled with
the available industry classifications in order to complete the
empirical tests of our hypotheses. In this thesis, I used the
industry statistics which are recorded in the ISIC system to
represent the production of respective industries. The reconcilia-
tion of SITC system to the ISIC system are based on the conversion
which has already been put forward by United Nations statistical
office in 1971: The Classification of Commodities by Industrial
Origin. The following is the conversion table of SITC product
groups into the appropriate industry groups. It can be seen that
in some cases, more than 1 ISIC code are assigned with a SITC
item. Following the procedure of United Nations, such SITC item
is further divided by creating the subitems, and they are assigned
to each of these ISIC code. In order to indicate the existence
of the subitems, the original SITC number is retained and the letter
code (A, B, C, or D) is added. The letter code represent the
fraction of total value that the subitem occupies in the corres-
ponding SITC item. The representation of these letter code are as
follows:
A: B: 1/3, C: 1/4, D: 1/14.
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APPENDIX TABLE 4.1
THE CONVERSION TABLE OF SITC PRODUCT GROUPS INTO APPROPRIATE
ISIC INDUSTRY GROUPS
ISIC Code ISIC Industry Groups Corresponding SITC Product Groups
311/2 Food Manufacturing 011, 012, 013, 022, 023, 024 025,
031 032, 042 046, 047, 048 051,
052 05-1 054 055. nAl 062 071,
072, 073 074, 075 1 091. 099 211
221 262, 291, 292, 332, 411 421,
422. 431
311 Beverage Industries 111, 081112 3
321 71Manufacture of Textiles 263, 265, 267. 651_ 652,264,
325-329
653, 654 655, 656. 657
322 Manufacture of Wearing 841 842B, 893C, 6557
Apparel, except Footwear





324 612A 851, 663. ,81B, 211 8CManufacture of Footwear,
except rubber, plastic and
Wooden Footwear
331 243. 244 631,Manufacture of Wood and 94.5632 63 3
Cork Products, except 894.32, 894.33, 899.21A, 899.22A.Furniture
899.27A_ 399.43A
341 Manufacture of Paper and 251, 641, 642, 599.61, 599.62,
Paper Products
599.63
342 Printing, Publishing and 892. 894.230, 894.24C, 894.25B
Allied Industries
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APPENDIX TABLE 4.1 (Cont.)
ISIC Code ISIC Industry Groups Corresponding SITC Product Groups
351-352 Manufacture of Chemicals 266, 512, 513, 514, 515, 531, 532.
and Chemical Products
533, 541, 551, 553, 554, 561, 571
581, 599, 862, 899.33, 899.31,
899.32, 431.42, 431.43
356 Manufacture of Plastic 581.1, 581.2 581.32, 899.21AS
Products
899.52B, 899.54B, 899.97A, 894.22A
894.23B, 894.24B, 894.42A, 732.89,
732.92
36 Manufacture of Non-Metallic 273, 275 276. 661, 662, 663, 664,
Mineral Products, except
665, 666
Products of Petroleum and
Coal
37 Basic Metal Industries 283, 321, 341_ 671, 672, 6 73, 674,
675, 676, 677, 678, 679, 681, 682,
683, 684, 685 686 687, 688, 689,
694, 715
381 Manufacture of Fabricated 282, 284 695 696, 697, 69R 691,
Metal Products, except
692, 693, 899.97A, 899.98AMachinery and Equipment
382 Manufacture of Machinery, 711, 712, 714, 717 718, 719
except Electrical
72501, 72502, 72505A, 894.31
894.32, 894 .3:









and of Photogrpahic and
Optical Goods
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APPENDIX TABLE 4.1 (Con t.)
ISIC Code ISIC Industry Groups Corresponding SITC Product Groups
39 Other Manuf acturing 667, 891, 895, 899A
Industries




THE DESCRIPTION OF SITC PRODUCT GROUPS, ARRANGED IN DESCENDING
ORDER OF 1969 HONG KONG'S RELATIVE SHARE INDEX
x
SITC Description(order)
1 6521 Grey Woven Cotton Fabric
2 899 Manufactured Articles Nes
3 841 Clothing (except fur clothing)
4 894
Perambulators Toys Games and Sporting Goods
5 7242 Radio Broadcast Receivers
6 831
Travel Goods Handbags and similar Articles
7 6522 Waven Cotton Blchd, etc.
8 656
Made Up Articles wholely or chiefly of
Textile Materials Nes
9 897 Jewellery and Goldsmiths and Silversmiths
wares
10 697 Household Equipment of Base Metal
11 812 Sanitary Plumbing Heating and Lighting Fixtures
and Fittings
12 893
Articles of Artifical Plastic Materials Nes
13 863 Developed Cinematographic Film
14 864 Watches and Clocks
15 696 Cutlery
16 861 Scientific Medical Optical Measuring and
Controlling Instrument and Apparatus
17 729 Other Electrical Machinery and Apparatus
18 7241 Television Receivers
19 821 Furniture
20 698 Manufactures of Metal Nes
21 654
Tulle Lace Embroidery Ribbons Trimmings and
other small wares
22 612




APPENDIX TABLE 5.1 (Cont.')
x
SITC Description(order)
24 632 Wood Manufactures Nes
25 892 Printed Matter
26 551 Essential Oils Perfume and Flavour Materials
27 553 Perfumery and Cosmetics Dentifrices and
other Toilet Preparation
28 651 Textile yarn and Thread
79 533 Pigments, Paints Varnishes and Related
Materials
30 665 Glassware
31 694 Nails screws nuts rivets and similiar Articles
of Iron steel or of Copper
32 655 Special Textile Fabrics and Related Products
33 653 Textile Fabrics Woven (not including narrow
of special fabrics) other than Cotton Fabrics
34 725 Domestic Electrical Equipment




Iron and Steel Bars Rods Angles Shapes and
Section (including Sheet Piling)
38 687 Tin
39 895 Office and Stationery Supplies Nes
40 657 Floor Coverings Tapestries etc.
41 692 Metal Containers for Storgae and Transport
42 7 35 Ships and Boats
43 642
Articles made of paper pulp of paper or of
paperboard
44 541
Medicinal and pharmaceutical products
45 842 Fur Clothing (not including headgear and
gloves) and other Article made of Furskins
artifical furs and articles there of
46 684 Aluminium
206
APPENDIX TABLE 5.1 (Cont.)
x
SITC Description(order)
47 621 Materials of Rubber
48 695
Tools for use in the hand or in machines
49 691
Finished structural parts and structures nes
50 693 Wire products (excluding electric) and
fencing grills
51 581
Plastic materials regenerated cellulose and
ar t if ical resins
52 896
Works of Art Collectors pieces and antiques
53 717 Textile and leather machinery
54 719
Machinery and applicances (other than
electrical) and machine parts
55 7` Metal working machinery
56 7221 Electric power machinery
57 512 Organic chemicals
58 629 Articles of rubber nes
59 611 Leather
60 7222 Switchgear etc.
61 599 Chemical materials and product nes
62 641 Paper and paper board
63 718 Machines for special industries
64 891
Musical instruments sound recorders and
reproducers and parts and accessories therefor
65 682 Copper (including brass and bronze)
Source: From Table 5.1 and the Hong Kong Trade Statistics.
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APPENDIX TABLE 5.2
SKILL LEVEL INDICES OF INDi1STRTF.c TN cTTr' QQTTr
SITC Code Skill Level Index SITC Code Skill Level Index
51: 0.863 684 0.391
53: 0.548 687 0.391
54] 1.284' 691 0.426c,
551 0.863: 692 0.6551
55: 0.863: 693 0.6551
581 0.863 694 0.6551
59S 0.863 695 0.2961
611 0.054( 696 0.2961
612 0.0542 697 0.6551
621 0.237 698 0.6551
629 0.237- 715 0.8256
632 0.0661 717 0.8256
641 0.255? 718 0.8256
642 0.1721 719 0.8256
651 0.0716 735 0.7839
653 0.0716 812 0.6551
654 0.0716 821 0.0919
655 0.0716 831 0.0544
656 0.0716 841 0.0305
657 0.1146 851 0.0278
665 0.2191 864 0.2768
666 0.1543 892 1.1345
673 0.2866 . )521 0.0716
682 0.3912 622 0.0716
Source: Computed from Donald B. Keesing, Labour Skill and the
Structure of Trade in Manufactures in Kenen Lawrence
edited, The Open Economy, Columbia University Press,
p. 12, Table 1.
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APPENDIXTABLE5.3
CAPITALINTENSITIES OF SITC PRODUCTGROUPSIN 1973 AND1976
19761973
Value Added CapitalCapital/laborCapitalValue AddedCapital/laborSITC Code Labor CostLabor Cost Labor CostLabor Cost ($000/person)($000/person)
7.51462.7918 104.461.2285 3.000811.59512
2.7918 104.46 7.51461.2285 3.000811.59533
2.7918 7.5146104.461.2285 3.0008541 11.59
7.51462.7918 104.461.2285 3.0008551 11.59
2.7918 7.5146104.461.2285 3.000811.59553
7.51462.7918 104.461.2285 3.0008581 11.59
2.2191 3.24822.2065 37.921.990718.33599
1.23481.55131.5564 0.5590 13.254.45611





2.22042.0485 0.9209 24.43 1.92717.89642
3.69932.1849 48.17 1.87041.574615.56651
2.1849 48.17 1.8704 3.699315.56 1.5746653
2.1849 1.5746 48.17 3.699315.56 1.8704654
2.1849 1.5746 48.17 3.699315.56 1.8704655
2.1849 48.171.5746 1.8704 3.699315.56656
2.1849 1.5746 48.17 1.8704 3.699315.56657
0.7975 2.55357.58 1.8317 46.38 3.8308665
46.387.58 1.8317 0.7975 3.83082.5535666
3.273 2.5651 2.8644 6.4116673 3.12 93.18
2.56513.273 2.8644 6.41163.12682 93.18
2.56513.12 3.273 2.8644 6.4116684 93.18
2.56513.12 3.273 2.8644 6.4116687 93.18
6.23 1.7059 0.7554 2.6978691 28.96 1.7540
1.7059 28.96 2.6978692 6.23 0.7554 1.7540
2.5651 6.41163.12 3.273 2.8644693 93.18
2.6978694 1.7059 0.75546.23 28.96 1.7540
695 1. 6592 0.7276 1.64305.97 19.00 1.7201
696 1.7059 0.7554 2.69786.23 28.96 1.7540
2.6978697 6.23 1.7059 0.7554 28.96 1.7540
2.6978698 6.23 1.7059 0.7554 28.96 1.754
1.6430715 5.97 0.72761.6592 19.00 1.7201
717 1.6592 1.64305.97 0.7276 19.00 1.7201
718 1.64305.97 1.6592 0.7276 19.00 1.7201
719 1.64301.6592 0.72765.97 19.00 1.7201
735 1.60347.62 1.3632 0.5031 30.13 1.4991
2.6978812 6.23 1.7059 0.7554 28.96 1.7540
821 2.59 0.92471.5970 0.2555 10.73 1.5062
831 1.23484.45 1.5564 0.5590 13.25 1.5513
841 3.27 1.5765 0.4126 1.354215.07 1.5688
851 4.63 1.4688 0.5963 1.391915.90 1.5247
864 1.62525.47 0.6312 2.857532.76 1.9843
892 12.73 2.0438 2.60041.4006 33.74 1.8943
2.18496521 15.56 3.69931.5746 48.17 1.8704
15.566522 2.1849 1.5746 3.699348.17 1.8704
Source: Estimated from Appendix Table 5.4 and Census and Statistics Department, Hong Kong,
The 1973 Censusof Industrial Production, and 1976 Censusof Industry.
209
The ISIC system of classifications of industry groups have to
be reconciled with the SITC product groups in order to estimate the
factor intensities of respective SITC product groups. Following
the procedure similiar to that of Appendix Table 4.1, that is,
based on the Classification of Commodities by Industrial Origin
published by United Nations in 1971, the conversion table is
constructed and is shown as follows:
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APPENDIX TABLE 5.4
RECONCILATION OF SITC AND ISIC SYSTa1 FOR RESPECTIVE INDUSTRY GROUPS
Corresponding CorrespondingSITC SITCISIC ISICCode CodeIndus try Industry
512 351 684 3'
533 351 687 3'
541 352 691 38:
551 352 692 38:
553 352 693 3
581 351 694 38:
599 311 695 38:
611 323 696 38--
612 323 697 38
621 355 698 38
629 355 715 38
632 331 717 38
641 341 718 38Z
642 341 719 38
651 321 735
653 321 812 38381
654 321 821 33
655 321 831 32
656 321 841
657 321 851 3235f
665 36 864 385
666 36 892 342
673 37 6521 321
682 37 6522 321
Note: The correspondence between the ISIC and SITC system is based




QUANTUM INDEX (Qiwt) OF HONG KONG EXPORTS TO WORLD MARKET (1968=100)
Items 1968 1969 1970 1971 1972 1973 1974 1975 1976
General
100 116 128 133 139 149 139 149 194
Clothing
100 118 126 150 157 159 150 178 218
Textile febrics 100 105 118 116 122 139 123 130 164
Textile made-ups and 100 97 104 110 98 80 65 67 77
Related Articles
Transistorized Radios 100 131 138 163 222 249 245 256 341
Electronic Components
100 200 308 348 413 604 757 462 592
Footwear
100 100 93 100 82 63 61 53 66
Metal Manufactures
100 109 111 100 115 122 112 102 138
Watches Clocks
100 165 183 243 268 335 455 480 955
Textile Yarn Thread
100 123 149 159 180 293 250 224 258
Source: Hong Kong Review of Overseas Trade, several years.
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APPENDIX TABLE 6.2
INDEX NO. OF TOTAL DOMESTIC PRODUCT AT CONSTANT PRICES (1968=100)
1968 1969 1970 1971 1972 1973 1974 1975 1976
Market Economies 100 105.43 108.69 113.04 1119.54 128.26 129.35 128.26 134.78
Federal Republic of 100 108.05 114.94 118.39 122.99 128.74 129.89 126.44 133.33
Germany
United Kingdom 100 102.08 104.17 106.25 108.33 114.58 114.58 112.5 113.54
United States 100 102.04 102.04 105.10 111.22 117.35 115.31 113.27 138.78
Note: In our estimation, the data of market economies are assumed to represent the data of
the world market.
Source: United Nations: Statistical Yearbook (several years).
213
APPENDIX TABLE 6.3
QUANTUM INDEX (Qijt) OF HONG KONG TO UNITED STATES, UNITED KINGDOM,
AND THE FEDERAL REPUBLIC OF GERMANY (1968=100)
1968 1969 1970 1971 1972 1973 1974 1975 1976
(1) United States
General 100 117 126 130 131 125 119 114 158.75
1 Clothing (except fur) 100 116 121 149 140 125 108 139 173.75
2 Textile fabrics 100 98 90 112 120 121 99 104 127.05
3 Textile made-ups related 100 97 100 103 96 97 77 60 90.21
articles
4 Transistorized radios 100 133 130 145 179 196 166 163 221.48
5 Electronic components 100 199 289 318 373 489 635 421 396.09
6 Footwear 100 108 119 106 84 79 79 86 136.67
7 Metal manufactures 100 142 167 138 172 181 159 134 197.29
8 Watches & clocks 100 144 148 185 219 243 364 410 1023.03(2) United Kingdom
General 100 102 98 121 126 137 110 123 128.78
1 Clothing (except fur) 100 106 98 137 143 150 121 147 141
2 Textile fabrics 100 98 100 129 130 115 96 127 126.5
3 Textile yars thread 100 114 118 113 110 91 124 75 39.13
4 Textile made-ups related 100 76 76 98 82 47 41 46 31.02
articles
5 Transistorized radios 100 114 155 235 370 406 245 250 284.2
6 Electronic components 100 137 335 542 735 1824 2788 1118 1842.24
7 Footwear 100 86 78 93 73 60 47 38 46.8
8 Metal Manufactures 100 91 118 136 173 188 134 153 184.24
9 Watches clocks 100 63 110 193 384 564 506 1115 2808.72
(3) Federal Republic of Germany
General 100 143 169 176 228 238 245 298 352.24
1 Clothing (except fur) 100 141 153 179 246 249 262 288 321.21
2 Textiel fabrics 100 114 146 157 398 371 237 368 411.81
3 Textile made-up & related 100 171 201 251 306 218 94 106 194.02
articles
4 Transistorized radios
100 135 182 216 253 302 284 476 459.04
5 Footwear 100 111 91 109 88 42 55 36 49.56
6 Metal manufactures 100 187 273 347 615 788 816 773 1323.84
7 Watches clocks 100 194 407 583 662 665 1061 1405 4721.5
Source: Hong Kong Review of Overseas Trade, several years.
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APPENDIX TABLE 6.4
THE RELATIVE PRICE INDEX (Pijt/Pjit.rjt) OF HONG KONG'S EXPORTS TO UNITED KINGDOM (1968=100)
Item 1968 1969 1970 1971 1972 1973 1974 1975 1976
General 100 96.77 100.80 100.57 98.26 97.09 89.59 60.48 47.05
Clothing (except fur)
100 103.55 103.50 103.08 102.79 106.61 94.87 68.40 55.42
Textile fabrics
100 104.66 96.82 100.86 91.59 95.11 89.21 57.56 47.29
Textile made-up & 100 97.87 84.60 98.14 95.65 69.79 84.52 60.74 46.58
related article
Transistorized radios 100 88.06 90.00 101.41 100.53 92.65 68.03 39.60 34.40
Electronic components 100 84.19 72.00 43.58 38.55 26.02 20.60 15.48 12.31
Footwear
100 108.39 112.50 116.49 111.86 105.98 94.87 70.20 50.12
Metal Manufactures 100 103.55 104.40 97.22 90.70 84.40 76.18 51.48 36.95
Watches & clock
100 98.71 97.20 80.46 62.73 65.36 82.89 64.08 38.58
Textile yarn & thread 100 102.65 108.98 114.28 113.57 134.45 173.16 110.34 116.02
Source: Computed from Hong Kong Review of Overseas Trade Hong Kong Monthly Digest of Statistics
United Nations Statistical Year Book (several years).
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APPENDIX TABLE 6.5
THE RELATIVE PRICE INDEX (P:ijt/P*ijt.rjt) OF HONG KONG'S EXPORTS TO UNITED STATES (1968=100)
Item
1968 1969 1970 1971 1972 1973 1974 1975 1976
1. General 100 104.77 109.63 113.08 106.62 100.06 94.41 88.21 90.57
2. Clothing
100 101.77 104.05 105.90 101.33 99.80 105.32 95.20 104.11
3. Textile fabrics 100 102.04 106.60 105.96 104.85 112.80 130.98 92.48 106.83
4. Textile made-up
100 111.86 111.44 107.87 108.23 90.10 138.39 120.04 124.44
related articles
5. Transistorized radio 100 107.53 116.13 128.33 106.19 91.71 94.56 78.31 77.85
6. Electronic components 100 77.77 85.47 83.46 72.96 59.34 39.63 49.13 63.61
7. Footwear
100 98.89 101.27 97.82 98.09 72.83 93.99 65.00 61.82
8. Metal manufactures
100 96.97 101.27 107.69 95.66 89.01 108.15 90.08 84.52
9. Watches clock
100 96.97 102.19 104.10 89.98 81.60 86.06 105.94 92 .16
Source: Computed from Hong Kong Review of Overseas Trade Hong Kong Monthly Digest of Statistics
and United Nations Statistical Year Book (several years).
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APPENDIX TABLE 6.6
THE RELATIVE PRICE INDEX (Pijt/P*ij.tjt) OF HONG KONG'S EXPORTS TO THE
FEDERAL REPUBLIC OF GERMANY (1968=100)
1968 1969 1970 1971 1972 1973 1974 1975 1976
General
100 107.84 119.26 131.85 136.15 167.18 185.86 175.37 192.89
Clothing
100 108.87 125.99 137.82 140.85 171.55 195.70 189.35 211.95
Textile fabrics
100 103.84 108.21 119.23 128.05 146.03 181.17 144.47 170.40
Textile made-up &
100 101.82 114.58 128.98 131.25 177.55 229.87 245.19 184.86
related articles
Transistorized radios
100 102.70 115.95 113.99 144.08 189.36 223.20 217.58 287.86
Footwear
100 115.92 129.14 142.03 150.10 178.83 195.70 195.03 193.52
Metal manufactures
100 84.65 105.78 110.99 116.45 140.01 178.37 163.87 151.69
Watches clock
100 101.81 102.89 103.10 103.84 144.52 141.71 249 217.96
Source: Computed from Hong Kong Review of Overseas Trade Hong Kong Monthly Digest of




THE RELATIVE PRICE INDEX (P. /P* .r) OF HONG KONG'S EXPORTS TO THE WORLD MARKET (1968=100)
iwt iwt wt
Item 1968 1967 1970 1971 1972 1973 1974 1975 1976
General
100 103.23 106.51 108.17 113.57 121.12 131.72 114.65 125.73
Clothing 100 103.71 106.94 107.40 113.20 124.82 135.24 123.45 142.58
Textile fabrics
100 101.45 102.14 106.63 113.53 133.86 159.85 124.30 141.56
Textile made up 100 99.50 98.25 102.92 111.70 108.05 159.11 131.83 142.30
related articles
Transistorized radios
100 102.61 112.06 115.97 110.56 111.63 113.91 100.34 107.74
Electronic components 100 77.67 81.50 79.34 73.70 64.58 48.92 65.81 66.60
Footwear 100 104.64 110.63 114.54 120.35 124.20 131.50 117.94 123.49
Metal manufactures 100 102.61 113.92 108.12 111.44 128.37 156.54 136.18 139.74
Watches & clock 100 92.16 100.41 93.23 96.63 102.57 114.62 128.42 122.18
Textile yarn & thread 100 103.40 105.06 103.85 108.95 129.83 163.57 114.50 134.89
Note: Since the wholesale price indices (Piwt) of the world market are not available, we have
to complile them ourselves. The export weighted average of Hong Kong's 14 principal export
countries in 1977 are calculated. This includes: United States, United Kingdom,
Australia, Canada, Japan, Singapore, Netherlands, Sweden, Switzerland, France, Taiwan, Iran and
Egypt.
Source: Computed from Hong Kong Review of Overseas Trade Hong Kong Monthly Digest of Statistics
and United Nations Statistical Year Book (several year).
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